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AMENDING THE EMPLOYMENT ACT OF 1946 


(To Include Recommendations on Monetary and Credit Policies 
and Hearings on Proposed Price and Wage Increases) 


WEDNESDAY, MARCH 25, 1959 


Hovust or REPRESENTATIVES, 
EXECUTIVE AND LEGISLATIVE 
tEORGANIZATION SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., Hon. William L. Dawson (chair- 

n) presiding. 

Peet: Representatives Dawson, Fascell, Granahan, Hoffman, 
and Brown. ; : 

Also present : Elmer W. Henderson, counsel; Phineas Indritz, coun- 
sel; J. P. Carlson, minority counsel; and Lawrence Redmond, clerk. 

Chairman Dawson. The meeting will come to order. These hear- 
ings are being called on a series of bills to amend the Employment 
Act of 1946. The act was reported by the predecessor of this com- 
mittee 13 years ago. We consider it one of the most important legis- 
lative products of recent decades. A copy of the act and copies of 
the bills are before you. 

H.R. 4870, by Congressman Reuss, provides for more effective ad- 
ministration of the act and to bring to bear an informed public opinion 
upon price and wage increases which threaten economic stability. 
The bill proposes that the President and the Federal Government 
give due effect to (1) the goals of maximum employment, production, 
and purchasing power; (2) the maximum levels of employment, pro- 
duction, and purchasing power—to be included in the Economic Re- 
port; (3) the transmittal of supplementary or revised recommenda- 
tions; and (4) the inclusion of the Economic Report of recommenda- 
tions on monetary and credit policies. The bill also provides that 
public hearings be held by the Council of Economic Advisers on pro- 
posed price and wage increases in certain industries which appear to 
threaten economic stability. The Reuss bill is a successor to H.R. 
12785 on which we held hearings in July 1958. Printed copies of 
those hearings are available. 

H.R. 3317 by Congressman Johnson of Colorado, and H.R. 5503 
by Congressman Hechler, are identical bills which amend the act to 
provide (1) that the declaration of policy on maximum employment, 
production, and purchasing power be “at stable price levels”; and (2) 
to include among the duties of the Council of Economic Advisers the 
recommendation of policies to maintain maximum employment, pro- 
duction, and purchasing power at “stable price levels.” 

1 











2 AMEND EMPLOYMENT ACT, 1946 


House Joint Resolution 238, by Congressman Zablocki, amends the 
statement of policy in the act to include “resaonable stability of the 
level of consumer prices.” 

H.R. 5658 by Congressman Bennett, of Florida; H.R. 2779, py 
Congressman Judd; and H.R. 5552, by Congressman Ostertag, ary 
practically identical with the exception that Congressman Judd in- 
cludes in his bill an additional policy statement for the act declaring 
that the objectives of the act. must be attained in an economy in which 
the level of prices remains relatively stable under free competitiye 
enterprise. These three bills present what may be considered th 
administration’s proposals to amend the Employment Act as sub. 
mitted by Chairman Raymond J. Saulnier of the Council of Economie 
Advisers in his report to this committee on the various bills being 
considered. They propose (1) that the policy statement of the act 
be amended to include the maintenance of a reasonably stable price 
level; (2) the Economic Report shall include current and foreseeable 
trends in price levels prevailing in the economy and the steps, if 
any, which have been taken to maintain a reasonably stable level of 
prices; and (3) the Council of Economic Advisers would include 
among its duties the recommendation of policies on purchasing power 
and the maintenance of a reasonably stable level of prices. 

H.R. 1225, by Congressman Bentley, amends the act to provide for 
conditions under which stable prices will be encouraged. 

As is customary the bills were referred to the appropriate executive 
departments and to the chairman of the Joint Economic Committee for 
their comments. In general, the Council of Economic Advisers op- 
poses the Reuss bill but favors enactment of the Bennett, Judd, or 
Ostertag bills described above. The Bureau of the Budget supports 
the Council and the Federal Reserve Board, though not expressing an 
opinion on the bills, favors an amendment making explicit that na- 
tional economic policy is also concerned with preserving the pur- 
chasing power of the dollar. The chairman of the Joint Economic 
Committee asks that action be deferred pending completion of that 
committee’s current study. Copies of these reports are in your folders. 

(H.R. 1225 introduced by Congressman Alvin M. Bentley follows:) 


(H.R. 1225, 86th Cong., 1st sess.] 


A BILL To amend the Employment Act of 1946 so as to include stable prices as a specific 
objective of national policy, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 2 of the Employment Act of 1946 
(15 U.S.C. 1021) is amended by inserting immediately after “general welfare,’ 
the following: “conditions under which stable prices will be encouraged and”. 

Sec. 2. Clauses (1), (2), and (3) of section 3 of such Act (15 U.S.C. 1022), 
and paragraph (4) of subsection (c) of section 4 of such Act (15 U.S.C. 1023(e) 
(4)), are amended by inserting “stable prices,” immediately before “employ- 
ment, production, and purchasing power” where it appears in each such clause and 
in such paragraph. 


(H.R. 2772 introduced by Congressman Walter H. Judd follows:) 


(H.R. 2772, 86th Cong., 1st sess. ] 
A BILL To amend the Employment Act of 1946 to make relative stability of prices a 
explicit aim of Federal economic policy 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 2 of the Employment Act 
of 1946 is amended by adding at the end thereof a new paragraph as follows: 
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“phe Congress further declares that the foregoing objectives must be attained, 
f they are to be meaningful, in an economy in which the level of prices remains 
ively stable under free competitive enterprise. ig j 
re Section 3(a) of such Act is amended by striking out “and (4)” and 
; G in lieu thereof the following: “(4) current and foreseeable trends in 
inser 1 aoe prevailing in the economy and the steps, if any, which have been 
oud a counter inflationary or deflationary pressures arising within the 
ceonomy; and vr : "t is onded by deleti the final seven words 

(ce) Section 4(a) of such Act is ame ndec y ele ‘ing the ana sev w is 

he second sentence and inserting the following: “purchasing power, and a 
> ivel stable price level under free competitive enterprise”’. 
a) Gection 4(c) (4) of such Act is amended by striking out “and purchasing 

wer” and inserting in lieu thereof the following: “purchasing power, and a 
relatively stable price level’. 


(H.R. 3317 introduced by Congressman Byron L. Johnson follows :) 


(H.R. 3317, 86th Cong., 1st sess.] 
BILL To amend the Employment Act of 1946 to include the promotion of maximum 


urchasing power at stable price levels as a continuing policy and responsibility of the 
Federal Government, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 2 of the Employment Act of 
1946 (15 U.S.C. 1021) is amended by inserting immediately before the period at 
the end thereof the following: ‘ai stable price levels 4 ‘ 

(b) Paragraph (4) of subseciion (¢) of section 4 of the Employment Act of 
16 (15 U.S.C. 1023(¢) (4)) is umended by striking out “employment, produe- 
tion, and purchasing power” and by inserting in lieu thereof the following : 
“naximum employment, production, and purchasing power at stable price levels”. 


(H.R. 4870 introduced by Congressman Henry S. Reuss follows :) 


[H.R. 4870, 86th Cong., 1st sess.] 


A BILL To amend the Employment Act of 1946 to provide for its more effective administra- 
tion, and to bring to bear an informed public opinion upon price and wage increases 
which threaten economic stability 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Employment Act of 1946 (15 U.S.C. 
1023) is amended by adding at the end thereof the following new section: 

“Sec. 6. It is the sense of Congress that the President, and the Federal Goy- 
ernment, in executing this Act, shall give due effect to the following provisions 
of the Act : 

“(a) The provision of section 2 setting forth the goals of maximum employ- 
ment, production (including the concept of sustained growth), and purchasing 
power (including the concept of reasonable price stability). 

“(b) The provisions of section 3(a) requiring the President to inelude in each 
year’s Economic Report, in quantitative terms, the levels of employment, 
production, and purchasing power which he deems ‘maximum’, and current and 
foreseeable trends. 

“(e) The provision of section 3(b) for the discretionary periodic transmittal 
of supplementary or revised recommendations. 

“(d) The provisions of section 3(a)(3) for a review, and of sections 3(a) (4) 
and 3(b) for program and recommendations, including therein monetary and 
eredit policies to the same extent as all other policies affecting employment, 
production, and purchasing power : Provided, That if the Federal agency directly 
responsible for the execution of such monetary and credit policies disagrees 
with such program and recommendations, the President shall report such dis- 
agreement to the Congress, together with a statement from the disagreeing 
agency of its reasons.” 

Ske. 2. Section 4(c) of the Employment Act of 1946 (15 U.S.C. 1021 and the 
following) is amended by adding an additional subsection (¢)(6) as follows: 

“(6) to hold public hearings concerning (a) price increases, proposed in 
industries where most of the output is produced by relatively few firms, 
which increases appear to threaten economic stability, and (b) wage 
increases where the firm proposing such price increases declares such wage 
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increases to be a cause of the price increases; to issue factual 
of such hearing; and, where the Council deeems it advisab] 
advisory statements.” 


(H.R. 5503 introduced by Congressman Ken Hechler follows:) 


SUM Maries 
€, to issye 


[H.R. 5503, 86th Cong., 1st sess.] 


A BILL To amend the Employment Act of 1946 to include the promotion of maxim 
purchasing power at stable price levels as a continuing policy and responsibility of i 
Federal Government, and for other purposes e 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 2 of the Employment Act of 
1946 (15 U.S.C. 1021) is amended by inserting immediately before the period a 
the end thereof the following: “at stable price levels”. 

(b) Paragraph (4) of subsection (c) of section 4 of the Employment Act of 
1946 (15 U.S.C. 1023 (c) (4) ) is amended by striking out “employment, preductiop 
and purchasing power” and by inserting in lieu thereof the following: “maximum 
employment, production, and purchasing power at stable price levels”, 


(H.R. 5552 introduced by Congressman Harold C, Ostertag 
follows :) 


(H.R. 5552, 86th Cong., Ist sess.] 


A BILL To amend the Employment Act of 1946 to make stability of prices 


an explicit 
of the economic policy of the Federal Government 7 7 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 2 of the Employment Act of 
1946 (15 U.S.C. 102) is amended by inserting immediately before the period at the 
end thereof the following: ‘at stable price levels”. 

(b) Section 3(a) of such Act is amended by striking out “and (4)” and insert. 
ing in lieu thereof the following: “(4) current and forseeable trends in price 
levels prevailing in the economy and the steps, if any, which have been taken to 
counter inflationary or deflationary pressures arising within the economy; 
and (5)”. 

(c) Section 4(a) of such Act is amended by striking out “purchasing power 
under free competitive enterprise” and inserting in lieu thereof the following: 
“purchasing power, and a stable price level under free competitive enterprise”, 

(d) Section 4(c) (4) of such Act is amended by striking out “and purchasing 
power” and inserting in lieu thereof the following: “purchasing power, and a 
stable price level’. 


(H.R. 5658 introduced by Congressman Charles E. Bennett 
follows :) 


[H.R. 5658, 86th Cong., 1st sess.] 


A BILL To amend the Employment Act of 1946 to make the maintenance of a reasonably 
stable price level an explicit aim of Federal economic policy 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 2 of the Employment Act of 
1946 is amended by deleting the final nine words and inserting in lieu thereof the 
following : “to promote maximum employment, production, and purchasing power, 
and to maintain a reasonably stable price level.” 

(b) Section 3(a) of such Act is amended by striking out “and (4)” and insert- 
ing in lieu thereof the following: “(4) current and foreseeable trends in price 
levels prevailing in the economy and the steps, if any, which have been taken to 
maintain a reasonably stable level of prices; and (5)”. 

(ec) Section 4(a) of such Act is amended by deleting the final seven words of 
the second sentence and inserting in lieu thereof the following: “purchasing 
power, and to maintain a reasonably stable level of prices under free competitive 
enterprise”. 

(d) Section 4(e) (4) of such Act is amended by striking out “and purchasing 
power ;” and inserting in lieu thereof the following: “purchasing power, and 4 
reasonably stable price level ;’. 
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sult of the testimony in these hearings, Congressman Henry 
ie revised the language of his bill, H.R. 4870, and introduced 
the following clean bill, H.R. 6263 :) 


[H.R. 6263, 86th Cong., 1st sess.] . 


d the Employment Act of 1946 to provide for its more effective administra- 
A BEL esto bring to bear an informed public opinion upon price and wage increases 
which threaten economic stability 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Employment Act of 1946 
(60 Stat. 93: 15 U.S.C. 1021 and the following), as amended, is amended by 
adding at the end thereof the following new section : ; 

“Seo. 6. It is the sense of Congress that the President and the Federal Gov- 
ernment, in executing this Act, shall give due effect to the following provisions 
oon) the provision of section 2 setting forth the goals of maximum employ- 
ment, production (including the concept of sustained growth), and purchasing 

wer (including the concept of reasonable price stability). : E : 

“(b) The provisions of section 3(a) requiring the President to include in 
each year’s Economic Report, in quantitative terms, the levels of employment, 
production, and purchasing power which he deems ‘maximum’, and current 
and foreseeable trends. ‘ ee 

*(e) The provision of section 3(b) for the discretionary periodic transmittal 
of supplementary or revised recommendations. é : ’ 

“(d) The provisions of section 3(a) (3) for a review, and of sections 3(a) (4) 
and 3(b) for program and recommendations, including therein monetary and 
credit policies to the same extent as all other policies affecting employment, 
production, and purchasing power: Provided, That if the Federal Reserve Board 
disagrees with the monetary and credit policies included in such program and 
recommendations, the President in his report to the Congress shall include 
the Board’s views and reasons.” 

Sec. 2. The Employment Act of 1946 is amended by adding a new section 7 as 

_£ 
wy 7. The President, directly or through any Federal agency he designates, 
shall hold public hearings concerning (a) price increases, prospective or actual, 
which in his judgment appear to threaten national economic stability, and 

(b) wage increases, prospective or actual, and the relationship of the price 
increases thereto, which the firm involved declares to be a cause of the price 
increases specified in clause (a) of this section. He shall issue factual sum- 
maries of such hearings, and, where he deems it advisable, issue advisory 
statements.” 


(HJ. Res. 238 introduced by Congressman Clement J. Zablocki 


follows: 
) [H.J. Res. 238, 86th Cong., 1st sess. ] 


JOINT RESOLUTION To amend the Employment Act of 1946 to provide that a continuing 


policy and responsibility of the Federal Government is to promote reasonable stability 
of the level of consumer prices 


Whereas creeping inflation poses a threat to the economy of this Nation as 
does an economic depression ; and 

Whereas the lives of millions of our people will be blighted and the strength 
of our entire economy may be damaged if this Nation continues to tolerate the 
inflationary trend of consumer prices ; and 

Whereas a declaration by the Congress of a national policy with respect to 
the maintenance of reasonable stability of the level of consumer prices will, 
in itself, serve as a check on inflation: Therefore be it 

Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 2 of the Employment Act of 1946 
(15 U.S.C. 1021) is amended by striking out “maximum employment” and in- 
serting in lieu thereof the following: “reasonable stability of the level of con- 
sumer prices and maximum employment”. 











6 AMEND EMPLOYMENT ACT, 1946 


(The Employment Act of 1946 follows :) 


EMPLOYMENT ACT OF 1946 (60 STAT. 23), AS AMENDED, AND 
RELATED LAWS 


{[Pusntic Law 304—79TH ConGREsS | 


AN ACT To declare a national policy on employment, production, and purchasing power 
and for other purposes , 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


SHORT TITLE 


SecTIon 1. This Act may be cited as the “Employment Act of 1946”, 


DECLARATION OF POLICY 


Sec. 2. The Congress declares that it is the continuing policy and respongj- 
bility of the Federal Government to use all practicable means consistent with 
its needs and obligations and other essential considerations of national policy, 
with the assistance and cooperation of industry, agriculture, labor, and State 
and local governments, to coordinate and utilize all its plans, functions, and 
resources for the purpose of creating and maintaining, in a manner calculated 
to foster and promote free competitive enterprise and the general welfare, cop. 
ditions under which there will be afforded useful employment opportunities, 
including self-employment, for those able, willing, and seeking to work, and to 
promote maximum employment, production, and purchasing power. (15 U.S.C, 
1021.) 

ECONOMIC REPORT OF THE PRESIDENT 


Sec. 3. (a) The President shall transmit to the Congress not later than 
January 20 of each year an economic report (hereinafter called the ‘Economie 
Report”) setting forth (1) the levels of employment, production, and purchasing 
power obtaining in the United States and such levels needed to carry out the 
policy declared in section 2; (2) current and foreseeable trends in the levels of 
employment, production, and purchasing power; (3) a review of the economic 
program of the Federal Government and a review of economic conditions affect- 
ing employment in the United States or any considerable portion thereof during 
the preceding year and of their effect upon employment, production, and pur. 
chasing power; and (4) a program for carrying out the policy declared in 
section 2, together with such recommendations for legislation as he may deem 
necessary or desirable. 

(b) The President may transmit from time to time to the Congress reports 
supplementary to the Economic Report, each of which shall include such supple 
mentary or revised recommendations as he may deem necessary or desirable 
to achieve the policy declared in section 2. 

(c) The Economic Report, and all supplementary reports transmitted under 
subsection (b) of this section, shall, when transmitted to Congress, be referred 
to the joint committee created by section 5. (15 U.S.C. 1022.) 


COUNCIL OF ECONOMIC ADVISERS TO THE PRESIDENT 


Sec. 4. (a) There is created in the Executive Office of the President a Council 
of Economic Advisers (hereinafter called the “Council’’). The Council shall 
be composed of three members who shall be appointed by the President, by and 
with the advice and consent of the Senate, and each of whom shall be a person 
who, as a result of his training, experience, and attainments, is exceptionally 
qualified to analyze and interpret economic developments, to appraise programs 
and activities of the Government in the light of the policy declared in section 2, 
and to formulate and recommend national economic policy to promote employment, 
production, and purchasing power under free competitive enterprise. The Pres- 
ident shall designate one of the members of the Council as Chairman. 


1The Federal Executive Pay Act of 1956 provides that the annual rates of basic com- 
penaation shall be $20,500 for the Chairman and $20,000 for the other two members of 
he Council of Economic Advisers (5 U.S.C. 2204, 2205). 
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(b) The Gouncil is authorized to employ, and fix the compensation of, such 
jalists and other experts as may be necessary for the carrying out of its 


functions under this Act, without regard to the civil-service laws and the Classi- 
fication Act of 1949, as amended, and is authorized, subject to the civil-service 


laws, to employ such other officers and employees as may be necessary for 
carrying out its functions under this Act, and fix their compensation in accord- 
ance with the Classification Act of 1949, as amended. 

(c) It shall be the duty and function of the ¢ ouncil— ; 

(1) to assist and advise the President in the preparation of the Economic 
Report ; , eee ; ; ‘ 

(2) to gather timely and authoritative information concerning economic 
developments and ecomomic trends, both current and prospective, to analyze 
and interpret such information in the light of the policy declared in section 
2 for the purpose of determining whether such developments and trends are 
interfering, or are likely to interfere, with the achievement of such policy, 
and to compile and submit to the President studies relating to such develop- 
ments and trends ; 

(3) to appraise the various programs and activities of the Federal Govern- 
ment in the light of the policy declared in section 2 of this title for the pur- 
pose of determining the extent to wh.ch such programs and activities are 
eontributing, and the extent to which they are not contributing, to the 
achievement of such policy, and to make recommendations to the President 
with respect thereto ; 

(4) to develop and recommend to the President national economic policies 
to foster and promote free competitive enterprise, to avoid economie fluctua- 
tions or to diminish the effects thereof, and to maintain employment, pro- 
duction, and purchasing power; 

(5) to make and furnish such studies, reports thereon, and recommenda- 
tions with respect to matters of federal economic policy and legislation as 
the President may request. 

(d) The Council shall make an annual report to the President in December of 
each year. 

(e) In exercising its powers, functions, and duties under this Act— 

(1) the Council may constitute such advisory committees and may con- 
sult with such representatives of industry, agriculture, labor, consumers, 
State and local governments, and other groups, as it deems advisable; 

(2) the Council shall, to the fullest extent possible, utilize the services, 
facilities, and information (including statistical information) of other 
Government agencies as well as of private research agencies, in order that 
duplication of effort and expense may be avoided. 

(f) To enable the Council to exercise its powers, functions, and duties under 
this Act, there are authorized to be appropriated (except for the salaries of the 
members and the salaries of officers and employees of the Council) such sums 
as may be necessary. For the salaries of the members and the salaries of the 
officers and employees of the Council, there is authorized to be appropriated not 
exceeding $345,000 in the aggregate for each fiscal year. 


JOINT ECONOMIC COMMITTEE 


Sec. 5. (a) There is established a Joint Economic Committee, to be composed 
of seven Members of the Senate, to be appointed by the President of the Senate, 
and seven Members of the House of Representatives, to be appointed by the 
Speaker of the House of Representatives. The party representation on the joint 
committee shall be as nearly as may be feasible reflect the relative membership 
of the majority and minority parties in the Senate and House of Representatives. 

(b) It shall be the function of the joint committee— 

(1) to make a continuing study of matters relating to the Economic 
Report ; 

(2) to study means of coordinating programs in order to further the 
policy of this Act; and 

(3) as a guide to the several committees of the Congress dealing with leg- 
islation relating to the Economic Report, not later than March 1 of each 
year (beginning with the year 1947) to file a report with the Senate and 
the House of Representatives containing its findings and recommendations 
with respect to each of the main recommendations made by the President 
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in the Economic Report, and from time to time to make other reports 
recommendations to the Senate and House of Representatives ag it fem 
advisable. 
(c) Vacancies in the membership of the joint committee shall not affect th 
power of the remaining members to execute the functions of the joint commit, 


tee, and shall be filled in the same manner as in the case of the origina] Selection, 
The joint committee shall select a chairman and a vice chairman from among its 


members. 

(d) The joint committee, or any duly authorized subcommittee thereof, is 
authorized to hold such hearings as it deems advisable, and, within the limita- 
tions of its appropriations, the joint committee is empowered to appoint and fix 
the compensation of such experts, consultants, technicians, and clerical and 
stenographic assistants, to procure such printing and binding, and to make 
such expenditures, as it deems necessary and advisable. The cost of steno. 
graphic services to report hearings of the joint committee, or any subcommittee 
thereof, shall not exceed 25 cents per hundred words. The joint committee 
is authorized to utilize the services, information, and facilities of the depart. 
ments and establishments of the Government, and also of private research 
agencies. 

(e) There is authorized to be appropriated for each fiscal year, the sum of 
$125,000, or so much thereof as may be necessary, to carry out the provisions of 
this Act, to be disbursed by the Secretary of the Senate on vouchers signed by 
the chairman or vice chairman. 

(f) Service of one individual, until the completion of the investigation author. 
ized by the Senate Concurrent Resolution 26, 8ist Congress, as an attorney or 
expert for the joint committee, in any business or professional field, on a part: 
time basis, with or without compensation, shall not be considered as service or 
employment bringing such individual within the provisions of sections 281, 293, 
or 284 of title 18 of the United States Code, or of any other Federal law imposing 
restrictions, requirements, or penalties in relation to the employment of persons, 
the performance of services, or the payment or recipt of compensation in con- 
nection with any claim, proceeding, or matter involving the United States. (15 
U.S.C. 1024.) 


REORGANIZATION PLAN No. 9 oF 1953 


(Prepared by the President and transmitted to the Senate and the House of Representa- 
tives in Congress assembled, June 1, 1953, pursuant to the provisions of the Reorganiza- 
tion Act of 1949, as amended) 


COUNCIL OF ECONOMIC ADVISERS 


The functions vested in the Council of Economic Advisers by section 4(b) of 
the Employment Act of 1946 (60 Stat. 24), and so much of the functions vested 
in the Council by section 4(c) of that Act as consists of reporting to the Presi- 
dent with respect to any function of the Council under the said section 4(c), are 
hereby transferred to the Chairman of the Council of Economic Advisers. The 
position of Vice Chairman of the Council of Economic Advisers, provided for in 
the last sentence of section 4(a) of the said Act, is hereby abolished. 


JOINT RESOLUTION OF JUNE 23, 1949 


The Joint Economic Committee is authorized to issue a monthly publication 
entitled “Economic Indicators”, and a sufficient quantity shall be printed to fur- 
nish one copy to each Member of Congress; the Secretary and the Sergeant at 
Arms of the Senate; the Clerk, Sergeant at Arms, and Doorkeeper of the House 
of Representatives ; two copies to the libraries of the Senate and House, and the 
Congressional Library ; seven hundred copies to the Joint Economic Committee; 
and the required number of copies to the Superintendent of Documents for dis- 
tribution to depository libraries ; and the Superintendent of Documents is author- 
ized to have copies printed for sale to the public. (15 U.S.C. 1025.) 


Chairman Dawson. The subcommittee is indeed fortunate to be able 


to hear the views of such distinguished Members and economists as 
will appear before us during these hearings. 
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Our first witness will be Congressman Henry Reuss, a member of 
the Committee on Government Operations, and with him is Senator 
Clark. : Be es Pgs . 

We are happy indeed to have you visit with us, Senator, and be 

this occasion. 
pees. Mr. Chairman, before we start these hearings may I 
make a short statement and ask a question, please? I think this is 
very, Very important legislation, and an extremely important prob- 
jem which is being considered in these various bills. ‘There are differ- 
ences in the measures that have been submitted, and some of them are 
extremely vital differences, in my opinion. 

I did not know a thing in the world about this meeting until Mon- 
day when I spoke with the chairman about it. We have had a very 
busy 2 or 3 days the first of this week in the House, as you know, and 
we are getting ready to start on our Easter recess tomorrow. Many 
of us have made travel commitments. ! 

I am wondering just what is the thought of the chairman? Is it 
your desire to continue these hearings despite the recess of the Con- 

ress or can we postpone them after we hear some testimony today 
until after the Easter recess? 

Chairman Dawson. If we do not complete the testimony of the 
scheduled witnesses we will—— 

Mr. Brown. That brings another question. I notice the witnesses 
who have been scheduled, and outside of Members of Congress they 
probably all have about the same viewpoint, economically speaking, 
and I am wondering if the committee did make known to other groups 
and other organizations, that may have different views on these prob- 
lems, representatives of business and industry perhaps, if you have 
notified them so that they might have opportunity to be here and to 
present testimony and prepare testimony for this 

Chairman Dawson. We have given all whom we thought would be 
interested an opportunity to appear and make statements. 

Mr. Brown. Who are those / 

Chairman Dawson. I have before me a statement of the chamber 
of commerce. 

Mr. Brown. Mr. Young called me last night late and asked an op- 
portunity to present a statement or be heard. 

Chairman Dawson. His statement is here. 

Mr. Brown. Of course, I did not know that, Mr. Chairman. Ihave 
come here completely in the dark about this whole matter. And who 
else besides the chamber of commerce, what business groups or 
organizations ? 

hairman Dawson. National Association of Manufacturers has a 
representative here. 

Mr. Brown. Have they been scheduled to be heard ? 

Chairman Dawson. They did not desire to testify. 

Mr. Brown. Any business organizations or groups other than those 
two, or individual industries or individual economists ? 

Chairman Dawson. Any that we thought would be interested in 
this legislation. 

Mr. Brown. Well, whom have you notified, that is what I am get- 
tng at? Our thoughts might differ. You might think somebody is 
interested, and I might think somebody else was interested. : 
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Chairman Dawson. Notice of the hearings was made public and 
anyone that wanted to testify could have communicated with ys 

Mr. Brown. When were they made public? 7 

Chairman Dawson. Last week. 

Mr. Brown. What time? 

Chairman Dawson. About the middle of the week, I believe. 

(The subcommittee news release follows :) 


Press RELEASE, MarcH 18, 1959 


The Subcommittee on Executive and Legislative Reorganization of the House 
Committee on Government Operations will hold hearings on Wednesday, Mareh 
25, 1959, at 10 a.m., room 1501—B, New House Office Building, on H.R. 4870 


introduced by Congressman Henry 8S. Reuss, of Wisconsin, and similar bills by 
other sponsors to amend the Employment Act of 1946. These bills generally 
have as their purposes to bring to bear an informed public 5 


: , i 1 opinion upon price 
and wage increases which threaten economic stability and to make relative 


stability of prices an explicit aim of Federal economic policy. 

Among witnesses scheduled to be heard will be Prof. John Kenneth Galbraith 
of Harvard University ; Dr. Gardiner C. Means, economist ; Chairman Raymonq 
J. Saulnier, of the Council of Economic Advisers; and Leon Keyserling, former 
Chairman of the Council of Economic Advisers. 


Mr. Brown. I received my first information on Monday. TI do not 
know when it was mailed. 

Chairman Dawson. That was because you were not here the latter 
part of the week. 

(The chairman’s memorandum to members of the subcommittee 
follows:) 

HovusE OF REPRESENTATIVES, 
COM MITTEE ON GOVERNMENT OPERATIONS, 
EXECUTIVE AND LEGISLATIVE REORGANIZATION SUBCOM MITTEE, 
Washington, D.C., March 28, 1959. 
Memorandum to members of the subcommittee. 
Subject: Hearings on amendments to Employment Act of 1946, Wednesday and 
Thursday, March 25 and 26 (10 a.m., room 1501—B, House Office Building). 

These hearings are being called on a series of bills to amend the Employment 
Act of 1946 (15 U.S.C. 1021), all for similar purposes but taking different em- 
phases. Copies of the bills were sent you last week with the notice of the 
meeting. 

H.R. 4870, by Congressman Reuss, provides for more effective administration 
of the act and to bring to bear an informed public opinion upon price and wage 
increases which threaten economic stability. The bill proposes that the Presi- 
dent and the Federal Government give due effect to: (1) the goals of maximum 
employment, production, including the concept of sustained growth, and pur- 
chasing power, including the concept of reasonable price stability—these two 
concepts not presently set forth explicitly in the act; (2) the maximum levels of 
employment, production, and purchasing power to be included in the Economic 
Report; (3) the transmittal of supplementary or revised recommendations; and 
(4) the inclusion of recommendations on monetary and credit policies. The bill 
also provides that public hearings be held on proposed price and wage increases 
in certain industries which appear to threaten economic stability. The Reuss 
bill is a suecessor to H.R. 12785 on which we held hearings in July 1958. Printed 
copies of the hearings are available. 

H.R. 3317, by Congressman Johnson of Colorado, and H.R. 5503, by Congress- 
man Hechler, are identical bills which amend the act in two places to provide 
(1) that the declaration of policy on maximum employment, production, and 
purchasing power be “at stable price levels”; and (2) to include among the 
duties of the Council of Economic Advisers the recommendation of policies to 
maintain maximum employment, production, and purchasing power at “stable 
price levels.” . 

H.J. Res. 238, by Congressman Zablocki, amends the statement of policy i 
the act to include “reasonable stability of the level of consumer prices.” 
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ILR. 5658, by Congressman Bennett of Florida, H.R. 2772, by Congressman 
Judd and H.R. 5552, by Congressman Ostertag, are practically identical with 
the exception that Congressman Judd includes in his bill a new policy statement 
for the act declaring that the objectives of the act must be attained in an 
economy in which the level of prices remains relatively stable under free com- 

titive enterprise. These three bills present what may be considered the ad- 
inistration’s proposals to amend the Employment Act as submitted by Chair- 
man Raymond J. Saulnier, of the Council of Economic Advisers, in his report 
to this committee on the various bills being considered. They propose (1) that 
the policy statement of the act be amended to include the maintenance of a rea- 
gonably stable price level; (2) the Economic Report shall include current and 
foreseeable trends in price levels prevailing in the economy and the steps, if 
any, Which have been taken to maintain a reasonably stable level of prices; and 
(3) the Council of Economic Advisers would include among their duties the 
recommendation of policies on purchasing power and the maintenance of a rea- 
sonably stable level of prices. . 

ELR. 1225, by Congressman Bentley, amends the act to provide for conditions 
under which stable prices will be encouraged. 

WILLIAM L. Dawson, Chairman. 

Mr. Brown. Oh, I was here all week. Yes, I have been here 
steadily since November 17, Mr. Chairman, and I am going home 
tomorrow morning bright and early, and I just wondered what the 
situation might be. Mr. Barry had also made travel commitments be- 
fore he knew about this meeting, as had other members of the com- 
mittee, and is in California at the present time. 

Chairman Dawson. If the members wish to make other commit- 
ments while the Congress is still in session, of course, we cannot foresee 
that. dik 

Mr. Brown. I understand that, but I still believe, Mr. Chairman, 
and I think you will agree with me, that in an effort to work together 
as best we can, certainly the ranking members of these committees 
or subcommittees should be notified in advance and have some oppor- 
tunity to express their views as to the scheduling of hearings and the 
calling of witnesses. 

Chairman Dawson. I assure the Congressman that that will be 
done next time. Mr. Reuss. 

Mr. Horrman. Justa moment. Now the chairman read a statement. 
Committee members were not given copies of that, were they ? 

Mr. Brown. Yes, part of the statement, not all of it. 

Mr. Horrman. I did not have it and the first I knew of it was when 
the chairman read it. I am not critical of the statement. I just 
thought it would be helpful—I am not a member of the committee 
except ex officio— 

Chairman Dawson. I think if you will inquire at your office you 
will have the statement. 

Mr. Horrman. The first I knew of this meeting today was Friday, 
March 20, when I was given to understand that only Mr. Galbraith 
would be called as a witness today. My first information to the con- 
trary was yesterday afternoon when this notice was brought to the 
office. 

Chairman Dawson. Mr.—— 

Mr. Horrman. Will you let me finish ? 

Chairman Dawson. You may finish. 

Mr. Horrman. Listing nine witnesses of whose intention to appear 
we had no knowledge. Now as Mr. Brown said, we are near the close 
of the business end of the Congress and I guess practically all of us 
have made our arrangements to get away for the recess. I simply want 

89741—59-—— 2 
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to put on the record my protest at the calling of a committee hearin 
in this way and also the failure to provide those who were notified, if 
they were, of an opportunity to appear. 

As it appears now, we have the Members who have introduced bills 
We have the names of four professional experts who have appeared 
over the last 10 years on legislation of this kind, and it seems to me— 

Chairman Dawson. Maybe there are some professionals that We 
might have overlooked that are unknown to us and known to you. 

Mr. Horrman. Well, I do not know, but I have heard some of these 
men before. 

Chairman Dawson. Yes; they have testified before. They are 
authorities upon this subject matter. They have appeared before dif. 
ferent committees of the Congress when these matters have been dis. 
cussed. Weare glad to have them at this time. 

Mr. Horrman. We have no opportunity to examine them. As the 
chairman knows, it is the regular meeting day for the Labor Commit. 
tee. All I wanted to do is to put on the record my protest at the hear. 
ings being unfair and arbitrary with inadequate opportunity to any- 
one who wants to inquire about the bill to appear. 7 

That is all I am going to say. 

Chairman Dawson. Thank you very much, then, and—— 

Mr. Horrman. I am going to leave. I will come back if T have 
opportunity. 

Chairman Dawson. I will not try to keep you out. I will not try 
to keep you here. 

Mr. Horrman. You try to keep us uninformed as to the situation 
going on. 

Chairman Dawson. According to your usual custom you make a 
statement and then you run. 

Mr. Horrman. No; I do not run from anything. I am going to 
another committee hearing. You have a group of witnesses here. 

Chairman Dawson. We will dispense with any more of that. 

Mr. Horrman. Suit yourself. Of course you have the gavel. 
Whang it down, I donot care. Weare not in Chicago. 

Mr. Brown. Mr. Chairman, may I ask one further question. I 
notice you have a report, seemingly on one of these bills, by Mr. Saul- 
nier. Has he been invited to testify ? 

Chairman Dawson. He has and he declined. Those were all in- 
vited, Mr. Brown, and if they did not care to take advantage of the 
oportunity to be heard 

(The reply of Chairman Saulnier follows :) 

THE CHAIRMAN OF THE COUNCIL OF ECONOMIC ADVISERS, 
Washington, March 18, 1959. 





Hon. WILLIAM L. DAwsoN, 
Chairman, Executive and Legislative Reorganization Subcommittee of the Com- 
mittee on Government Operations, Washington, D.C. 


DEAR Mr. CHAIRMAN: I have your letter of March 16, requesting me to present 
my views on H.R. 4870 to your subcommittee on March 25, 1959. 

By now, you have probably seen my letter of March 13 on this bill. Since this 
letter sets forth my views in detail, I should appreciate your excusing me from 
appearing before your subcommittee in connection with this bill. 

Very sincerely, 
RAYMOND J. SAULNIER. 
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Mr. Brown. Now just a minute, let us have peace and quiet and 
armony. 
; Chairman Dawson. Then let us not presume—— _ 
Mr. Brown. All I am asking is whether he was invited. 
svite ~ . 
Chairman Dawson. Then let us not presume the proper thing was 


one. : 
a Brown. I ask the question because I feel very strongly he 


ought to be—— ' 

Chairman Dawson. He was given an opportunity. pO 

Mr. Brown. Well, I would like to suggest again that we invite him, 
if possible, because I would like to get his statement. 

Chairman Dawson. We have invited him. 

Mr. Fasceiu. Would the gentleman yield for a moment ? 

Mr. Brown. Certainly. sea 

Mr. Fasceiz. I think it is very unfair. Implications have been 
raised that the chairman of the committee or the committee staff 
has not acted properly. There is no foundation for such statements. 
I believe, however, if there are any questions about people who are to 
be invited, that is a proper question to be raised. " 

Mr. Brown. That is the reason why I asked it. Then it was mis- 
understood. 

Mr. Fascetu. Fine. I am glad the record has been straightened 
out. . , 

Mr. Brown. The only thing I am trying to say, and I want to 
say it on the record—and it is no challenge of anybody—I did not 
receive notice of this meeting until Monday; I have made commit- 
ments; we are recessing the Congress; I cannot attend all of these 
meetings and I am hoping that we can do some of this, perhaps today, 
and adjourn over because I doubt if we can complete these hearings. 
I would prefer to adjourn over until after the Easter recess. Some- 
times such courtesies are extended between the majority and the 
minority. That is not an uncommon custom. It is done in every 
committee that I know of. It is done on the floor of the House. It 
is done in the Senate. 

I was just informed this morning about a Senate matter that had 
to go over. 

Chairman Dawson. I am sorry, Mr. Clark, that we have to be 
disturbed. 

Senator Ciark. I am anxious to get away, but I am mindful of 
your problems, Mr. Chairman. 

Mr. Brown. I will complete my statement now, Mr. Chairman. 

Chairman Dawson. I am not trying to stop you. 

Mr. Brown. I have tried to make it clear, and I am making it clear, 
that I do object to holding these hearings if there is no minority 
representation present. 

Chairman Dawson. Maybe because someone has a speaking engage- 
ment, the Congress should not be in session. 

Mr. Brown. I do not have any speaking engagement. Do not 
challenge my integrity. I have not challenged yours. I have simply 
stated my position and my request. If you want to overrule that 
a ts that is perfectly within your power and your right. 

hairman Dawson. Proceed, Mr. Reuss. 
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Mr. Reuss. Mr. Chairman, Senator Clark and I deeply appreciate 


the opportunity to testify on behalf of H.R. 4870. Senator Clark | 


with a number of cosponsors, has introduced an identical bill jn the 
other body. I would like to ask unanimous consent to introduce at 
this time, the prepared and somewhat lengthy statement by Senatop 
Clark and myself which explains the bill in detail and, then, with ihe 
Chair’s consent, I would lke to summarize briefly the first Section 
of the bill and ask Senator Clark to summarize the second section 
It seems to me that that procedure will be the most expeditious, _ 

(The complete statement of Senator Clark and Congressman Reuss 
is as follows:) , 


STATEMENT OF Hon. JosepH 8. Ciark, A U.S. SENATOR FROM THE STare or Ppyy. 
SYLVANIA, AND Hon. Henry S. REvUSS, A REPRESENTATIVE IN CONGRESS Frow 
THE STATE OF WISCONSIN 
We appreciate the opportunity to testify on behalf of H.R. 4870, a bill amend- 

ing the Employment Act of 1946 to provide for its more effective administration, 

and to bring to bear an informed public opinion upon price and wage increases 
which threaten economic stability. 

We believe that this Congress has no greater responsibility than to come 
to grips with the problem of inflation. Not only is inflation in itself an eyjj, 
which inflicts injury on millions of families, but the fear of inflation stands 
in the way of vigorous national policies to create maximum employment and 
spur economic growth. 

Our bill is an attempt to deal with the problem of inflation. Admittedly, it 
is an experimental step. It may provide some answers. It does not itself 
provide the answers, we think it will show the way toward getting the answers, 

An identical bill, S. 1237, has been introduced in the Senate by Senator 
Clark, cosponsored by Senators Proxmire of Wisconsin, and Randolph and 
Byrd of West Virginia. 

Hearings on a similar bill, H.R. 12785, introduced by Representative Renss 
in the last Congress, were held in July 1958. Since that time, the bill has been 
redrafted on the basis of expert testimony before this subcommittee, the Joint 
Economic Committee, and the Senate Antitrust and Monopoly Subcommittee, 

The proposed bill takes particular account of the fact that the President, in 
his letter transmitting the Economic Report of January 1959, asked the Con- 
gress “to amend the Employment Act of 1946 to make reasonable price stability 
an explicit goal of Federal economic policy, coordinate with the goals of maxi- 
mum production, employment, and purchasing power now specified in that act,” 

H.R. 4870 has two sections. Section 1 expresses the sense of Congress that 
the President and the Federal Government, in executing the Employment Act 
of 1946, should give due effect to certain specified provisions of the act. Sec 
tion 2 empowers the Council of Economie Advisers to hold public hearings 
for the purpose of bringing to bear an informed public opinion whenever price 
and wage increases threaten economic stability. 


SECTION 1 


The Economic Report of the President of January 1959 discloses and rein- 
forces the need for the four amendments provided by section 1 to secure the 
more effective administration of the Employment Act of 1946. 

(1) The first of the four amendments in section 1 explicitly declares that 
the statutory goal of the Employment Act of “maximum purchasing power’—i 
goal coordinate with maximum employment and maximum production—ineludes 
the concept of reasonable price stability. The ordinary meaning of “maximum 
purchasing power” would certainly seem to include “reasonable price stability’. 
Maximum purchasing power can never be attained without reasonable price 
stability, since in an inflation, as we all know, real income, and hence purchasing 
power, is always diminished by the amount of the price rise. Moreover, the 
first two chairmen of the Council of Economic Advisers—1947-52—Dr. Edwin 6. 
Nourse and Mr. Leon H. Keyserling, have both testified that the words “maximum 
purchasing power” of the act constitute a mandate to maintain reasonable price 
stability. 
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However, by his request that price stability be made an explicit objective 

the Employment Act, the President has cast doubt whether the act as it 
< tands, really does contain the mandate of reasonable price stability. The 
a Tt tent, therefore, explicitly adds the President’s words “reasonable 
fre» stability” to the definition of the act’s goals, but in a manner which does 
e ntradict the considered opinion of Dr. Nourse, Mr. Keyserling, and 
Soon other economists and public officials of standing, that reasonable 
pre stability has been an objective of the act from the beginning. 

The first amendment also explicitly states that the Employment Act's goal 
of “maximum production” includes the concept of sustained growth. Economic 

owth is plainly comprehended by the term “maximum production, _ Just 
as reasonable price stability is implied by “maximum purchasing power, but 
the clarification of the latter concept makes it desirable to state with equal 
darity the intent of the term “maximum production. In a dynamic economy 
with a growing population and the desire to raise average standards of well- 
being, maximum production is synonymous with a sustained increase in output. 
It is our opinion that this must include a balanced proportion of those goods 
and services which build productive capacity for the future—factories and 
equipment, harbors and transportation facilities, power and energy installa- 
tions, scientific research and development, and, perhaps most important, a 
greater quantity and a higher quality of education for the increasing numbers 
of young people in the country. In other words, the goal of “maximum pro- 
duction” is not attained simply by the proliferation of bigger and more elaborate 
tailfins. eae aliens sailed 

(2) The second of the four amendments requires the President in his Eco- 
nomic Reports to set forth the levels of employment, production, and pur- 
chasing power which he deems “maximum,” as well as their current and 
anticipated levels, in quantitative terms. Actually, this procedure, which pro- 
vides a specific framework both for the review of past policies and for decisions 
on future programs, is required by the plain language of the act. 

The congressional mandate was faithfully adhered to by the executive branch 
in the earlier years. In those years, a serious effort was made to estimate the 
levels of employment, production, and purchasing power as they were likely 
to be, as contrasted with what they ought to be in the year to follow. Since 
1958, however, this vital portion of the Econemic Report has been omitted. 

In the January 1959 report, for example, there is no mention whatever of 
quantitative levels. As noted by Dr. Gerhard Colm in his testimony before the 
Joint Economic Committee : 

“# * * The discussion of the economic outlook in the report remains vague 
without any clear or precise indication of the increase in employment and produc- 
tion needed to approximate ‘maximum employment, production, and purchasing 
power.’ In this respect the report fails to live up to one of the requirements of 
the Employment Act. * * * I am convinced that some discussion of reasonable 
goals of employment and production is useful and is actually required by the * * * 
act.” (Joint Economic Committee, hearings, January 1959 Economic Report of 
the President, pp. 441-442. ) 

On employment, there is not even an estimate of what may be expected under 
the administration’s recommended budget and other policies, much less a state- 
ment of what it believes the ideal goal to be. On production, the possible and 
hoped for levels of output must be inferred from tax revenue estimates submitted 
bythe Treasury. This disregard of the procedures established by the act changes 
the Economic Report from a purposeful document, as intended by the act, to 
a mere review of the economy and a collection of legislative and other recom- 
mendations whose relevance to maximum employment and production can only 
be fortuitous. 

(5) The third of the four amendments calls attention to section 3 (b) of the 
1946 act permitting the President to submit, when conditions warrant, supple- 
mentary recommendations to, or revisions of, those contained in his January 
annual report. Again, during the period 1947-52, the executive branch found it 
desirable each year to issue a midyear supplementary report. Since then, the 
Council of Economic Advisers is heard from in January, but is then heard from 
nomore. Certainly, if there are major changes in the economic situation at any 
time during the year, Congress should be informed of them. Thus, the existence 
of the power to make supplementary recommendations needs to be made clear. 

(4) The fourth of the four amendments requires the President to include, 
both in his review and his recommendations, monetary and credit policies to 
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the same extent as all other economic policies affecting employment, 


. 5 prod 
and purchasing power. The amendment further provides that if the Foden 


agency directly responsible for the execution of monetary and credit 
disagrees with the President’s recommendations, he shall report this disagres. 
ment to the Congress, together with a statement from the agency of its reaso 

In this case, also, the proposed amendment only makes explicit what the Em 
ployment Act clearly sought to do, namely, to centralize in the President the 
responsibility for presenting to the Congress and the Nation a truly comprehensiye 
and coordinated economic program which takes account of all Federal economic 
policies. Since 1953, however, the act has been construed by the President to 
mean that the Government as a whole should not have a monetary policy at all 
much less one that is coordinated with expenditure, tax, and other governmental 
policies, including the credit policies of the many Federal agencies under his direct 
control. In effect, this means that the Government should not have an economic 
policy, because no coherent economic policy can be developed unless a monetary 
policy is adopted as an element of the whole. 

In recent Economic Reports of the President, dozens of specific recommends. 
tions for action have been made to the Congress and to State and local govern. 
ments and to private management and labor—all indubitably independent of 
the executive branch of the Federal Government—but not a single recommenda. 
tion on monetary policy has been made to the Federal Reserve Board. In 1958 
Chairman Saulnier, of the Council of Economic Advisers, testified to the Joint 
Economic Committee: “In the economic report we have expressed no judgments 
as to the adequacy or inadequacy of credit policy. We have done the best we can 
to describe that policy and to describe the movement of our economy, and have 
left evaluations of it completely out of the story” (Joint Economic Committee, 
hearings on January 1958 Economic Report of the President, p. 29). 

The 1959 Economic Report merely states: “Responsibility for monetary and 
credit policies rests with the Federal Reserve authorities who have independent 
status within Government * * * the pursuit of appropriate monetary (and) 
credit * * * policies would help attain rising production and employment at 
stable prices’? (Economic Report of the President, January 1959, p. 52). 

This omission of monetary and credit policies, on the ground of the independence 
of the Federal Reserve System, is a serious misconstruction of the act. It defeats 
its very purpose, which was to enable the President to come forward with a 
coherent overall economic program directed to the Employment Act’s targets, 
While monetary policy by itself is of limited value for achieving economic growth 
and stability, it can be an important adjunct to both expenditure and tax policies 
directed toward these goals. Conversely, monetary policy, conceived and placed 
into operation outside of a general framework of economic policies, can hamper 
or even endanger the attainment of growth and stability. In any case, without 
the guidance of a general program, those in direct charge of each of these impor- 
tant functions of government may find themselves in conflict and working at cross 
purposes. 

Requiring the President to make appropriate recommendations to the Federal 
Reserve in no way destroys the latter’s independence, since it need not be found. 
If the Federal Reserve does not agree with the President’s recommendations, 
under the proposed amendment, it would report its reasons for disagreeing, 
through the President, to the Congress. Since the Board makes a point of being 
the servant of Congress, it hardly seems out of order to require it to state its 
reasons to Congress when it disagrees with, or acts contrary to, the recommenda 
tions of the President. 

Under the proposed amendment, conflicts of policy between the Federal 
Reserve and the executive branch of the kind which occurred both in 1956 and 
in 1957, would be promptly reported to the Congress for appropriate consideration. 

In the spring of 1956, following a period of high economic activity, there 
were signs of slackening demand in manufacturing. Chairman Martin of the 
Federal Reserve Board, nevertheless, favored another increase in the redis- 
count rate, from 2% to 2% percent, which was duly made effective in April 
1956, over the vigorous objections voiced in private, of Treasury Secretary 
Humphrey and Chairman Burns of the Council of Economic Advisers. 

It was only 2 months later that the Joint Economic Committee, getting wind 
of this, obtained a public admission of the dispute. 

Again, in August 1957, the Federal Reserve Board raised the discount rate 
from 3 to 3% percent, despite months of increasing business failures, falling 
agricultural incomes, increasing unemployment, and a continuing decline in the 
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prices of sensitive commodities. The administration apparently disagreed with 
the Federal Reserve action, but was silent at the time, and the Federal Reserve 
did not reduce the very high discount rate until mid-November. Chairman Saul- 
nier of the Council of Economic Advisers admitted months later that he “would 
have welcomed a shift toward a somewhat easier credit policy at an earlier 
date” (Joint Economic Committee, hearings on the January 1958 Economic 
Report of the President, p. 29). L i 

The monetary and credit recommendations which the President would make, 
under this pill, would of course, be confined to the desired general direction of 
policy. For obvious reasons he would not issue specific recommendations on 
changes in the rediscount rate or in reserve requirements ; nor would he attempt 
to direct the daily operations of the Federal Open Market Committee. On the 
other hand, he would indicate whether the credit policy to be followed is to be 
one of greater ease or greater stringency. He might wish to indicate that 
certain of the credit tools available to the Federal Reserve would better serve 
overall policy than others. If circumstances require, he should be prepared 
to recommend legislation to regulate consumer credit, mortgage lending, or the 
Joan and investment activities of the nonbanking financial institutions. 


SECTION 2 


Section 2 of H.R. 4870 assigns to the Council of Economie Advisers the power 
and duty to bring to bear an informed public opinion on price or wage increases 
in concentrated industries which appear to threaten economic stability. The 
Council would request firms proposing such price increases to justify them at 
a public hearing. The Council would also request labor representatives to 
justify wage increases “where the firm proposing such price increases declares 
such wage increases to be a cause of the price increases.” The Council is to issue 
factual summaries of each such hearing, and “where the Council deems it advis- 
able,” it may issue an advisory statement on the case. 

The experience of 1957 and 1958 has shown that, even at a time of high unem- 
ployment and growing idle capacity, strong industries such as steel and auto- 
mobiles are able to push through continuing price increases. Wage increases are 
often cited as the cause of the price increases. These price advances have 
serious effects upon the stability of the entire economy, not only because of 
their direct effect on the industries concerned, but because they have a “pace- 
setting’ character which influences a much larger area of the economy. And 
they are relatively invulnerable to general monetary and fiscal controls. 

The type of inflation which can occur when there is a deficiency of general 
demand was well described by Dr. Gardiner Means in his recent appearance 
before the Joint Economic Comimttee: 

“The third type of inflation has been called an administrative inflation and 
involves a rise in prices in the more concentrated industries where there is a 
considerable area of discretion within which pricing policy can be made. Such 
pricing power clearly exists in such concentrated industries as steel and auto- 
mobiles. It could also exist where markets are local and a few producers domi- 
nate the market. If this type of inflation occurs by itself, it involves a specialized 
price rise with the administration-dominated prices rising while market-domi- 
nated prices rise little or even fall. But this kind of inflation does not come from 
a general excess of demand and it cannot be halted by contracting demand 
except by creating unemployment. Indeed, there is some question whether even 
a very sizable amount of unemployment could prevent an administrative infla- 
tion * * * Control of this type of inflation by a balanced budget and tight 
money can only succeed through high unemployment and may not succeed even 
then * * *” (Joint Economic Committee, hearings, January 1959 Economic 
Report of the President, p. 755). 

The existence of latent inflation in the administered-price sectors of the econ- 
omy is now widely recognized and acknowledged, even by the economic spokesmen 
for the administration and the Federal Reserve Board who have hitherto 
refrained from drawing any distinctions between the excess-demand type of 
inflation and administered-price inflation. 

Mr. Ralph A. Young, research director for the Federal Reserve Board, stated 
to the Senate Antitrust and Monopoly Subcommittee, on March 10: 

‘There is no doubt that ‘administration’ is an important element at least in 
short-run price and wage decisions in industries in which concentration of out- 
put, complexity of industrial process, remoteness from final user, durability of 
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product, long planning or production periods, and adequate financial resources, 
makes such administration possible * * *” 

Chairman Saulnier of the Council of Economic Advisers, in an earlier appear- 
ance before the Senate subcommittee, blamed unsound pricing by heavy indust 
for limiting output between 1953 and 1957 and thus depressing employment, 

Most recently, Mr. Woodlief Thomas, economic adviser to the Federal Reserve 
Board, in a special communication to the Washington Post on March 12, entitled 
“Those Administered Prices,” acknowledges Dr. Means’ contribution “to a 
better understanding of the problems of inflation and fluctuations in economie 
activity and employment.” “This contribution,” he continues, “is in pointing 
out that there are unstabilizing forces in pricing actions of the private egop. 
omy—on the part of both management and labor—that cannot be effectively cop. 
trolled or corrected by governmental actions in the area of fiscal and monetary 
policies.” 

H.R. 4870 in no sense involves price or wage controls. But it does introdnee 
the element of public participation in the making of the most important private 
decisions on wages and prices. If our bill is enacted, the mere knowledge on the 
part of management and labor that they might be invited to justify price or 
wage actions before a public body should encourage more consideration for the 
public interest in price stability. If a hearing is held, public opinion can pe 
relied upon to have some effect on the positions of the parties involved. Finally, 
the Council of Economic Advisers is authorized to issue a public “advisory 
statement” upon the justification for the proposed wage or price increase when 
such a statement is deemed advisable. The Council would presumably forego 
such a statement if the issues were not clear cut or the public interest in the 
outcome uncertain. 

We hope that management and labor will recognize the necessity for this 
measure and give it their support. In the final analysis, it must be remembered 
that the interest of the general public in the stability of the economy is para- 
mount, and must take precedence over the right of private groups to actions 
injurious to the entire economy without restraint of any kind. 

The bill is deliberately drawn so as to involve the least possible amount of 
governmental interference and yet to give the public interest a look in. For 
example, there are no sanctions whatever, upon either management or labor, to 
prevent their going ahead with the price or wage increase, despite the hearing 
and any statement that the Council of Economic Advisers may issue. There 
are no subpena powers, in the confidence that patriotic management and labor 
alike would not flout public opinion by defying the Council’s request for 
information. 

No complicated new bureaucracy is set up. The Council of Economic Advisers 
is already directed, under existing law, to gather “timely and authoritative 
information concerning economic development and economic trends” and 
determine “‘whether such developments and trends are interfering or are likely 
to interfere with the achievement” of the objectives of the act. 

The Council does follow price and wage developments now and does not hesi- 
tate to issue vague, abstract admonitions to both management and labor of a 
“take it easy, boys” nature. This bill would involve no new responsibilities but 
merely some augmentation of staff—and perhaps the borrowing of a hearing 
examiner on occasion from another agency—to enable it to hear the justification 
for specific actions which threaten the public interest and to let the public make 
a judgment, informed by the facts. The wage-price issue in the steel industry 
to be resolved in the next few months is one that clearly lends itself to action 
by the Council of Economic Advisers, along the lines outlined by section 2 of this 
bill. 

Let us repeat: This country will not have a healthy economy until not only 
inflation itself but the fear of inflation is controlled. 

An undoubtedly large body of American public opinion is now convinced that 
maximum employment is dangerous—because it is inflationary. 

This position is more often implicit than stated outright. But it has been 
often stated. For example, the July 1957 monthly letter of the First National 
City Bank of New York contains this paragraph: 

“The way to hold back the pressure of excessive wage advances on prices is 
to relieve the labor shortage created by attempting too many projects at one 
time. This can be done by making money harder to borrow and by curtailing 
public expenditures.” 
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In hearings before the Senate Finance Committee in August of that year, the 
then Under Secretary of the Treasury, Mr. W. Randolph Burgess, specifically 
endorsed the statement in the bank newsletter. 

On July 15, 1957, the Journal of Commerce wrote: | fad 

“The evidence now points strongly to the conclusion that both the administra- 
tion and the Federal Reserve authorities believe that a moderate recession now 
would be a small price to pay for the avoidance of another boom and bust later 

” 

Time magazine, in February of 1958, wrote: “Many businessmen received the 
dip at year’s end without alarm because they regarded it as a ‘recession as 


ler examples could be cited. — ‘ ae ; . 
What these statements reveal is a widespread view in the business community 
in 1957 that inflation could only be checked by increasing unemployment. To- 
day, we see the converse of that view in the warnings that too quick a recovery 
would tend to be inflationary. . ‘ 

For example, Dr. Paul A. Samuelson, of MIT, testified before the Joint Eco- 
nomic Committee on January 30 that “If one were to add a militant Government 
expansionary program to wipe out the unemployment faster than it’s going to be 
wiped out * * * you add a risk of adding to the upward price march.” 

The view that stable prices are incompatible with full employment and a 
rapid growth rate—and that inflation is the greater of the evils—undoubtedly 
underlies the repeated warnings against Government action to stimulate a quick 
recovery from this recession—to achieve a rate of growth of 4 to 5 percent—and 
to spend what is needed for national security, for education, and for other ur- 
gent public needs. Yet if we fail to do these things, then we shackle our country 
in the deadly competition with the Soviet Union in which we are engaged. 

The Soviet Union is a mobilized, dyamically growing society. America can- 
not even hope to hold its own in the competition with that society if we enter 
the contest with, in effect, one hand tited behind our backs—if we feel ourselves 
compelled, because of the dread of inflation, to carry on our part of the com- 
petition with a declining budget and a slack and stagnant economy. 

A serious approach to the problem of inflation is therefore crucial. And at this 
time, a solution to the problem of administered price increases is central to 
the solution of the inflation problem as a whole. We believe that our bill deals 
with administered price inereases in the gentlest manner possible with the least 
interference with the processes of private enterprise. We think it would be ef- 
fective. And, as an expression of the Government’s firm determination to deal 
decisively with inflation, it would remove existing fears of the consequences of 
full employment and economic growth and thus release America’s energies and 
resources to deal with the numberless problems that confrout us on the world 
scene and at home. 


STATEMENT OF HON. HENRY S. REUSS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WISCONSIN 


Mr. Reuss. This bill derives very largely from the present economic 
situation of our country, a situation in which close to 5 million are un- 
employed and in which, according to the Joint Economic Committee, 
close to one-quarter of our resources are not being used. Furthermore, 
except for relative overall stability in prices in recent months, during 
most of the period when unemployment was growing and industrial 
slack increasing, there was a concurrent increase in the cost of living 
totaling 8 percentage points in the last. 5 years. 

H.R. 4870 aims to strengthen the Employment Act of 1946 in two 
particulars. Section 1 of the bill expresses the sense of the Congress 
that certain provisions of the Employment Act of 1946, which, in our 
opinion, have been honored more in the breach than in the observance, 
“a to be adhered to more faithfully. 

_ Section 2 of the act seeks to bring to bear an informed public opin- 
lon upon those price and wage increases occurring in the heavily con- 
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centrated industries which appear to threaten economic stability | 
Hearings on a similar bill, H.R. 12785, were held before this sub. 
committee last year. Incidentally, at that hearing Chairman Martin 
of the Federal Reserve and Mr. Saulnier, Chairman of the Council of | 
Sconomic Advisers, were asked to testify but preferred, instead to 
file statements opposing the bill. ‘ 

Statements were received from seven or eight departments of th 
executive branch. The testimony of eight witnesses was taken ang 
appears in the published committee hearings. There appears alg 
statements from a variety of organizations, including the Chambe 
of Commerce of the United States, and the National Association of 
Manufacturers, as well as the critical comments of some 33 economists 
representing all points of view—some in favor of the bill and som 
opposing it. In my opinion, the committee hearings last summer 
presented a comprehensive cross section of honest and diverse thought 
on the problems raised, and I hope, Mr. Chairman, that the subcom. 
mittee, in considering H.R. 4870, will use those hearings in view of 
their applicability and relevance to H.R. 4870. : 

Let me now address myself to section 1 of H.R. 4870 which sets 
forth the sense of Congress that the President and the Federal Gov. 
ernment in executing the Employment Act of 1946 shall give dy 
effect to certain of its provisions. Those provisions are then stated, 

The first provision has to do with the goal of reasonable price 
stability. The Employment Act of 1946 contains the goal of maxi- 


mum purchasing power as one of the three goals, the other two being | 


maximum production and maximum employment. If maximum pur- 
chasing power means anything, it means, I suggest, the opposite of 
inflation. It means dollar stability. When we say the dollar is losing 
its purchasing power, we are simply saying that we have inflation, 
Therefore, maximum purchasing power in the ordinary meaning of 
the phrase means maximum dollar stability—maximum pric 
stability. 

The first two Chairmen of the Council of Economic Advisers, Dr, 
Nourse and Mr. Keyserling, testified that they have always construed 
the act to mean just exactly that. Nevertheless, the President sin- 
cerely believes, as indicated in his state of the Union message, that 
the Employment Act of 1946 has not contained an anti-inflation man- 
date. With that in mind, H.R. 4870 clearly defines maximum pur- 
chasing power as including the concept of reasonable price stability. 
In so defining it, we do not alter the present tripartite set of goals. 
Reasonable price stability is still one of three goals, no more important, 
and no less important, than maximum production and maximum pur- 
chasing power. At the same time, we do not, want to indicate that 
we are changing the law. This would imply that the Council of 
Economic Advisers has had no price stability goal for the last 13 years 
of the act’s operation when at least two of its Chairmen have testified 
that that goal was very much before them. 

So we think that our statutory draftsmanship here satisfactorily 
answers the President’s call for an explicit statement of reasonable 
pr stability as a goal, without at the same time saying that Dr. 

Yourse and Mr. Keyserling and scores of other economists are wrong 
in thinking that it was in the act all along. 
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The second thing that H.R. 4870 would do is to spell out a bit the 
concept of maximum production. If all you say is “maximum pro- 
duction,” you might conceivably imply thereby that you are interested 
only in more and higher tailfins, longer filter-tip cigarettes, and other 
consumer goods. Actually what makes this economy go and grow isa 

roper balance between consumer goods and capital goods. While 
the law cannot spell out what that proper balance is, we thought it 
would be a good idea to keep before the policymakers, including the 
Congress, the notion that included in maximum production is the con- 
cept of sustained growth, and we state just exactly that. 

n other words, we need not only consumer goods, but we need 
factories and machine tools; harbors and transportation facilities; 
and power and energy inst allations. We also need scientific research 
and a whole system of education which can contribute to capital 
growth. Therefore, in parentheses we have spelled out what the 
jaw means by maximum production when we say “production (in- 
cluding the concept of sustained growth) .” 

The next amendment has to do with the language of the Employ- 
ment Act of 1946 which says that the President and his Council of 
Economic Advisers shall set forth the levels of employment, produc- 
tio, and purchasing power, which they deem maximum. For the 
first 7 or 8 years of the act, a serious attempt was made to adhere 
faithfully to this mandate. However, in recent years it has un- 
fortunately been honored in the breach. Dr. Gerhard Colm in his 
testimony before the Joint Economic Committee pointed out the 
omission of any target levels in the January 1959 Economic Report; 
his testimony is set forth on pages 3 and 4 of Senator Clark’s and 
my statement. I will not take time to read it at this time. 

I will say just this: I think it is very difficult to discuss national 
goals and methods of reaching those goals, unless the President and 
the Council of Economic Advisers will forthrightly set forth in their 
annual economic report what they think are proper goals of em- 
ployment, production, and purchasing power. If they think 69 mil- 
lion men employed is a proper goal, let them so state. If they think 
that a gross national product of $480 billion is what we ought to be 
aiming for, let them so state. If they think that maximum price 
stability as exemplified by a movement in the cost-of-living index 
of 1 or 2 percent is consistent with the act’s goals, let them so state. 
One of the difficulties that the Congress and the Nation have in 
determining where we ought to go is that we are no longer given these 
goals by the administration in its economic report. 

Incidentally, at the hearings held this week before the Joint Eco- 
nomic Committee, it is interesting that both Dr. Schlichter of Har- 
vard and Mr. Neal Jacoby, who was a member of the President’s 
Council of Economic Advisers from 1953 to 1955, stated in their 
testimony what they thought were reasonable goals. A 97-percent 
employment rate is what Mr. Schlichter thought was right, while Mr. 
Jacoby thought that 96 to 97 percent of the labor force should be 
employed. 

his is the kind of thing which the President and the Council of 
Keonomic Advisers ought to be giving us and section 1(b) of our 
bill specifically asks the President to do this, just as the act originally 
suggested. : 
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The next amendment directs the President’s attention to the ly 
guage of the Employment Act of 1946, which says that he and , 
Council should periodically transmit to Congress, supplementa 
revised recommendations. ve 


Again, until 1953, the Council, usually around July, just befor | 
Congress was getting ready to go home, submitted an up-dated set g | 
recommendations. This was very helpful, because if action had | 
be taken, Congress was provided with the proper economic facts gq) | 


recommendations on which to base that action. 


Since 1953, however, the Council has submitted a January report, | 


but has been silent for the rest of the year. 
Last summer, the economic policy of the administration change 


quite drastically in July from one of fighting recession to one «| 


fighting inflation. It veered around ina 180° manner. Iam Not sug. | 


ng. | | 


gesting, Mr. Chairman, whether that action was right or wro 
am suggesting that we, the lawmakers, as guardians of the economy, 
ought to be informed of this by the administration in a proper docy 
ment; and, therefore, while our amendment doesn’t require the ai. 
ministration to send up supplementary or revised recommendatio 
at any particular time, it does remind them of that power in the aq 
and urges them to use it whenever it would be helpful to the Congres 

The final amendment in section 1 would repair what has been a gap 
in the practice under the Employment Act in the last 5 years. Untj 
1953, the President and the Council of Economic Advisers used ty 


send up to Congress an across-the-board report which dealt not oaly | 


with expenditure, tax, budget, and related policies, but. with monetary 
policies. It was recognized that the point of the Employment Aet of 
1946 was to centralize the recommending power in the President, 
guided by the Council of Economic Advisers. 

The President did this, although of course he recognized that the 
Federal Reserve Board—the acting agent on our monetary policy— 
is independent. The Federal Reserve Board is surely no more inde 
pendent than the State and local governments, private business, and 
private labor, which are also, and very properly, subject to recommen- 
dations from the President. Yet, since 1953, this provision of the 
Employment Act has also been honored in the breach. For instance, 
in 1958, the Council of Economic Advisers’ Chairman, Mr. Saulnier, 
testified to the Joint Economic Committee, saying, “In the Economie 
Report we have expressed no judgments as to the adequacy or inade 
quacy of credit policy.” 

The 1959 Economie Report merely states that it is hoped the Fed- 
eral Reserve will pursue “appropriate” monetary and credit policies. 

Well, neither the Congress nor the American people, is greatly as 
sisted by these statements in knowing where the administration 
stands. The omission of monetary policy from the Economie Report 
has two defects, as I see it: 

In the first place, it means that policy can’t be coordinated. You 


may have a situation where the Treasury and the executive lending | 


agencies go in one direction, as they have in the recent past, while the 
Federal Reserve goes in just the opposite direction. 


Secondly, and perhaps more important, the whole philosophy of the | 


Employment Act of 1946 was to centralize in the President, the task 
and the duty of coming forward with recommendations to the Con- 
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to State and local governments, to the independent executive 
“oencies, and to the public, on appropriate economic policies. If you 
eave out the entire area of monetary policy, you really knock on the 
head the philosophy of the Employment Act of 1946. 

Now, in asking that the President include monetary and credit 

licies in his recommendations, we aren’t for a moment suggesting 
that the independence of the Federal Reserve be impaired. We are 
simply asking that it be made responsible for its acts, like other agen- 
cies of the Government. If it disagrees with the President’s policy, 
+ can thumb its nose at it, and it can go its own way, but, at least, it 
has the duty of telling its master, the U.S. Congress, why it is going 
ate Way. 
eres, it isn’t suggested that the President try to guide the 
Federal Reserve on its day-to-day policy on what the rediscount 
rate should be or what its day-to-day open market policy should be. 
What we are thinking of here is the general direction of monetary 

licy. Should the policy be one of greater ease or of greater restric- 
tin? What should Federal policy toward the so-called financial in- 
termediaries be, and what should Federal policy with respect to 
consumer credit be ? iy , 

All of these are important aspects of our economic life, which, under 
the present dispensation, are left out of the President’s purview en- 
tirely, and, in our opinion, should not be. 

So much then for section 1 and Senator Clark will now address 
himself, with the chairman’s permission, to section 2. 


STATEMENT OF HON. JOSEPH S. CLARK, A U.S. SENATOR FROM THE 
STATE OF PENNSYLVANIA 
° 

Senator CLark. Mr. Chairman, may I first express my gratitude for 
the opportunity to appear before this committee. I very much appre- 
ciate your courtesy in having me here and in putting me on early. 

Weare already in session on the other side, dealing with some pretty 
important unemployment compensation matters. 

lam happy that our joint statement has been placed in the record, 
and with your permission, I will comment very briefly, in order to 
save your time, on section 2. 

Section 2 is an effort to meet that type of inflation which arises from 
the dictation of administered prices in concentrated industries, admin- 
istered prices which threaten economic stability. 

Generally speaking, these administered price industries are not 
numerous, but they are concentrated and they are pace-setting indus- 
tries. It is now pretty generally admitted, I think that these indus- 
tries have a great deal to do with inflation when they arbitrarily and 
outside the law of supply and demand set prices. 

Although the two most conspicuous industries are automobiles and 
steel, there are others. I would suggest that oil is another. But 
there are not too many of them, so that in order to deal with the 
administered price problem, you don’t have to get into anything in the 
brah of a widespread surveillance of the price structure of American 
industry. 

The situation with respect to administered prices has been well 
stated by Dr. Gardiner C. Means, who will appear a little later today 
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before your committee, and we have a quotation in our joint st 
which further defines this problem, taken from Dr. Means’ ea 


atement 


: : I : : , rlie 
timony before the Joint Economic Committee, which I wil] nok tak 
' 


the time to repeat here. 
This inflation in the administered price sector of the ECONOMY ig poy | 
recognized even by econnomic spokesmen for the administrat; 


for the Federal Reserve Board, who until recently had not acknowl 
edged that this had anything to do with inflationary measures. _ 

We have in our statement comments from Mr. Ralph Young, th 
Research Director of the Federal Reserve Board, Mr. Woodlie 
Thomas, economic adviser to the Federal Reserve Board, and it js 


now pretty generally recognized, I think, in the executive agencies | 


10N ang | 


and the Federal Reserve Board that this administered price probley | 
is something which we have got to face up to, and in the judgment | 


of Congressman Reuss and myself do something about, because a4. 
ministered price inflation cannot be effectively controlled by fiscal ang 
monetary policy alone. It doesn’t react to changes in the rediscoyy, 
rate. It doesn’t react to tight money and high interest because jy 
these industries they can get their money anyway. 

The next point I would like to make is that H.R. 4870 and th 
companion bill in the Senate, S. 1237, which I introduced for myself 
Mr. Proxmire, My. Byrd of West Virginia, and Mr. Randolph, tread 
very lightly in attempting to deal with this administered prig 
problem. 

In the first place, we don’t propose price or wage controls. What 
we do is to introduce the element of public participation in the making 
of the most important private decisions on wages and prices which 
affect and induce the inflationary spiral. 


We believe that the interest of the general public in the stability | 
of the economy is paramount, and therefore it is appropriate for | 


Government to move into this field. Nevertheless, this bill is delib- 
erately drawn to involve the least possible amount of Government 
interference and yet give the public interest a look-in. 

For example, there are no sanctions in the bill whatever. We just 
call for publicity. There are no subpena powers. There is no con- 
plicated new bureaucracy set up. 

An important example of how this section 2 could be effective arises 


in connection with the wage-price issue in the steel industry, which | 


will be resolved in the next few months. This will involve the ques- 
tion as to whether the steel industry is justified in raising its prices 
and to what extent, if at all, such an increase in prices would be due 
to an increase in wages which might result from the collective bar 
gaining negotiations about to begin. 

This bill would call upon the Council of Economie Advisers to hold 
a hearing to determine to what extent an increase in steel prices was 
justified, to what extent, if at all, it was dictated by an increase in 
wages. 


Then, having held public hearings in this regard, the Council could, | 


if they saw fit, publish an advisory statement or advisory opinion 
as to whether this increase was justified, thus bringing to bear the 
important factor of public opinion in this administered price field. 

Now, admittedly, this bill doesn’t go very far, but we believe we 
should proceed cautiously and by small steps because. the ultimate, if 
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this doesn’t work, is going to be rigorous price and wage controls 
in the administered price segment of the economy. 
Organized labor doesn’t want that. Management doesn’t want it. 
Congressman Reuss and I don’t want it. But we cannot afford to 
continue this wage-price spiral, or I prefer to call it this price-wage 
spiral, which is running up prices and is the most serious factor in 
our opinion in connection with that inflation, which we must stop 
if we are to have a healthy economy. ; ; ; 
Now, Mr. Chairman, the thought that stable prices are incompatible 
with full employment and a rapid growth rate, and that inflation is 
the greater of the evils, undoubtedly underlies the repeated Govern- 
ment warnings against decisive action to end this recession and to 
achieve a rate of growth of from 4 to 5 percent, which the Congress- 
man and I feel is essential to a healthy economy. 
This bill would deal in a modest way with the problem of inflation 
and attempt to exercise some mild governmental concern with its 


Our bill deals with these administered price increases in the gentlest 
ssible manner with the least interference with the process of private 
enterprise. We have got to face up to the fact, Mr. Chairman, that 
the Russian economy is growing far faster than ours, and so is the 
Chinese and we can’t afford to be smug about this. We suggest at 
the legislative level it is time something was done. 

In conclusion, might I comment briefly on the letter from the Chair- 
man of the Council of Economic Advisers, dated March 13, addressed, 
Mr. Chairman, to you, and let me express the hope that the committee 
will meet that letter head on, because in our judgment, its premises 
and conclusions are fallacious and should not influence the eventual 
action of this committee. 

In the first place, the Council suggests, dealing now with section 1 
of the act, that the President has been giving due effect to the Employ- 
ment Act of 1946. 

It is our contention that he has not. The letter suggests that our 
legislation implies he has not. I would like to have it on the record 
that we state categorically that he has not been giving due effect to the 
Employment Act of 1946 for the reasons so well summarized by Con- 
gressman Reuss a minute or two ago. 

Secondly, the Council of Economic Advisers are opposed to stating 
in quantitative terms the levels of employment, production, and pur- 
chasing power which are, we think, clearly required of them by the 
act. They say it is hard to do, yet it was done quite effectively from 
1947 to 1952, and it was only in 1953 that these quantitative statements, 
which were most helpful to everyone, not only in the Congress but in 
the private economy also, were discontinued. 

Reference is made in the letter to some hearings which took place 
last summer before the Senate Committee on Banking and Currency 
in which we urged on our side of the Hill that these quantitative state- 
ments should be made and that interim reports should be made. It 
was at 7 instance that those hearings were held. 

I speak only for myself, but I am sure there are a number of other 
members of the committee who were quite unimpressed with Dr. 
Saulnier’s testimony, which he refers to in this letter, which is presently 
before your committee. 
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It is suggested that any comment on monetary and fiscal policies jc 
inappropriate. That in our view is an untenable position. ; 

Doesn’t the American public have a right to know when the Federa) 
Reserve is in disagreement with the executive branch of th 
Government. 

We think the public does have that right to know. 

Let me again say there is nothing in this bill of ours which attadg 
the independence of the Federal Reserve Board, nothing at all. This 
is merely an effort to give some publicity to what may turn out to be 
conflicting views with respect to monetary and fiscal policies and ty 
enable the President to state his view in public and to the Congres 
and to enable the Federal Reserve Board, which, let us remember, ig 
an agent of the Congress, to state its views in rebuttal should it see fit, 

I was a little amused at an article in the Wall Street Journal this 
morning indicating that this bill was an attack on the independene 
of the Federal Reserve Board. 

Of course, that is nonsense. It is no such thing. I think the artic 
does not represent bad reporting but rather represents that type of 
editing at the news desk which is one of the characteristics of oy 
journals of plutocratic opinion. 

Finally, Mr. Chairman, the Council of Economic Advisers’ letter 
of March 13, in its fourth point, objects to section 2 of our bill on the 
ground that this would completely alter the Council of Economie Ad- 
visers and convert it from a Presidential advisory board into 4 
larger commission of industry with extensive investigative responsi- 
bilities. 

I would state that our bill does no such things. The number of 
hearings the Council of Economic Advisers would be called upon to 
conduct would be small indeed in number. In fact, I can think of 
none presently in prospect except that which would have to do with 
the steel industry. 

All they would need do would be perhaps borrow an examiner from 
another Federal agency. They could conduct a narrow hearing which 
would not be extensive as to the justification in terms of a stable econ- 
omy of a further increase in prices, and then if they saw fit, to report 
their conclusions to the public. 

Certainly, neither Congressman Reuss nor I would want to convert 
the Council of Economic Advisers into another regulatory commission 
or tocreate a new and large bureaucracy. 

Thank you again, Mr. Chairman, for your courtesy in allowing me 
to appear here. 

I urge upon your committee a favorable consideration of this bill. 

Chairman Dawson. Mr. Fascell ? 

Mr. Fasceiti. Thank you, Mr. Chairman. 

Senator, I have a great many questions, but I would like to get at 
least a few on the record before the Senator returns to the Senate 
session. 

In dealing with this problem of a public discussion of so-called die- 
tated administered prices, wouldn’t it be a necessary condition that 
you would have to not only relate prices as increased to wages, but 
wages as to production ? 

Senator Crark. I should think that that is entirely possible, Con- 
gressman. 
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Of course, as you may recall, Senator Kefauver has been holding 
hearings on this subject over in the Senate for several years. 

Let’s take the steel industry as an example. 

Representatives of management and labor have appeared before 
him, and there have been conflicting claims as to the extent to which 
wages affected prices. . . 2 bes 

[ think the Kefauver subcommittee filed a report indicating that 
they thought the price of steel had been increased three times as much 
asthe increase in wages justified. 

This, to be sure, Is a controversial matter, but the purpose of the 
hearing before the Council of Economic Advisers would be to deter- 
mine whether in the interests of the overall economy such an increase 
in prices was justified. rt 

Mr. Fascetu. I gather that, but wouldn’t it be necessary—to reach 
that determination—to find out not only what part wages played but 
also other costs ? 

Senator CLark. Yes. 

Mr. Fascett. And also what relation wages and other costs had to 
employment at any given moment ? 

enator CLARK. Yes. 

Mr. Fascett. Do you have any ideas why it is that the lack of pur- 
chasing power in so-called free competitive enterprise does not, per se, 
drive prices down ? : 

Senator Ciark. Well, I think I can best try to summarize an in- 
tensely complicated subject by pointing out something like this: 

We have in Pennsylvania a fine little steel company called the Alan- 
wood Steel Co. It is, I think, 20th in size in the steel industry. 
Nevertheless, it has got an investment of many hundreds of millions 
of dollars, and it produces over a million tons of steel a year. 

That company has no control whatever over either its wages or its 
prices, because when a situation arises with respect to collective bar- 

ining, they recess the meetings until decisions have been made by 
Big Steel and Bethlehem. They can’t even sit around the table until 
those decisions are made, and then automatically those wage contracts 
have to be adopted by the Alanwood Steel Co. as a matter of survival. 

Similarly, last year—— 

Mr. Fascetz. And automatically price increases are made. 

Senator CLarK.e Yes, that is the other end of the street. 

Last year the Alanwood Steel Co. tried to raise its prices unilaterally 
in the summer. You may remember that. They increased the price 
of steel 714 percent. Nobody followed. Nobody would order from 
the Alanwood Steel Co. They had to rescind their price increase, and 
then wait until Big Steel came out later. 

Now, this indicates a monopolistic control of both wages and prices 
on the part of management, and affected, of course, by the price of 
labor. There isn’t any governmental agency at the moment that can 
do anything about it, and yet it is highly inflationary in its effect on 
the economy. 

Mr. Fascetx. In other words, we could restate it, possibly—and I 
don’t know that you might want to agree with this restatement—to 
say that no longer does public opinion react to high prices per se; it 
is possible that the public has been conditioned to high prices by the 
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very nature of a whole series of acts over a long period of time, there. 


fore changing an old concept of the so-called free enterprise syste 

Senator CiarK. I would put it a little differently, although I doy; 
think we are too far apart. 

I would say the law of supply and demand doesn’t work in thes 
administered price industries. 

Mr. Fascett. That depends on what is the law of supply and de. 
mand and how it has been changed, if any. 

Senator CuarK. Let me put it this way: 


Full production at a low profit is not necessarily in the interests gf | 


management in these industries. 

Mr. Fasceiy. You could invert that: low production at a high price 
is not necessarily in their interest either. 

Senator CuarK. Yes. 


On the other hand, I think it has been established that they make | 


more money at around 70 percent of production, because the extry 
30 percent of facilities are high-cost facilities. 

Mr. Fasceiy. We could go on ad infinitum, and this is very interes. 
ing, but one final thing: 

Isn’t it also true that you would have to take into consideration , 
theory of relativity ? 

Senator CLarK. I am not sure what you mean, Congressman. 

Mr. Fascetx. In other words, when we are talking about relating 
prices and purchasing power and stability, as of now, what do you 
relate to it? Do you realize it to the economic condition at the present 
moment? Do you relate it to an economic condition sometime in the 
past, or just exactly what do we relate it to? Where are our roots, 
in other words? 

Senator Ciark. This again is a complicated question which we 
could discuss far into the night. But I would suggest as a practical 
matter we better start where we are now, because if we get into the 
question of parity, as we have in the agricultural program, I think 
we will be in a morass pretty quickly. 

Mr. Fascetn. You are saying in effect actually that comparison in 
this case has no real basis; in other words, has on real value? 


Senator CLtark. What I am saying, really, Congressman, is if we | 
could stabilize at the level we have got now, we would be pretty lucky. | 


I don’t anticipate much of a rollback as a practical matter. 

Mr. Fasceti. That is all I have, Mr. Chairman. 

Thank you, Senator. 

Mr. Brown. My questions will be addressed to Mr. Reuss, if I 
may. 

Senator CLarK. Would the Congressman yield briefly ? 

Mr. Brown. Yes. 

Senator Crark. Mr. Chairman, if that is the case, I wonder if! 
— be permitted to leave ? 

Yhairman Dawson. Are there any other questions to be asked of the 

Senator ? 

Senator CLark. Would that be satisfactory ? 

Mr. Brown. It is satisfactory to me, sir. 

Senator CLarK. Thank you very much, Congressman. 

Thank you, members of the committee, for your courtesy. 
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Mr. Brown. I would like to have the author of the bill, Mr. Reuss, 

ive the committee, if he will, his opinion of the differences, or define 
the differences, between the content and the purpose of his bill and 
the content and the purpose of the Bennett bill, and the Judd bill and 
the Bentley bill, the approach. in other words. — 

Mr. Reuss. I would be very glad to. I think it would be helpful. 

The Bennett bill, the Judd bill, and the Bentley bill, and there are 
some other similar bills 

Mr. Brown. Ostertag, I think. 

Mr. Reuss. Yes. And there are similar ones. I believe Mr. 
Zablocki, my colleague, and Mr. Johnson of Colorado have similar 

S. 
Those bills concern themselves solely with the question of reasonable 
price stability. My bill, H.R. 4870, concerns itself with that problem, 
and with some other problems which have been discussed. 

Mr. Brown. In other words, if I understand it correctly, they leave 
fairly well alone the questions as to full employment, and so on, in 
the present law, but add anot her factor that must be considered, and 
that is prices; is that right 

Mr. Reuss. That is exactly right, Mr. Brown. 

Now that we have constricted the area a bit, let me say there is a 
relatively minor difference of draftsmanship between Senator Clark’s 
and my bill, and the bills introduced by other members that we have 
just referred to. That difference, give and take a few words, is along 
the following lines : 

H.R. 4870, my bill, recognizes that reasonable price stability has 
always been a goal of the Employment Act of 1946 and says in effect, 
“Come on now, let’s accept this as a goal and all abide by it.” 

The other bills—and I am not being invidious—they may be better 
jobs of draftsmanship than mine; the other bills assume that that goal 

as not been present in the act until now and add it. I don’t think 
that the difference in draftsmanship is a very vital one, but I did 
want to spell this out. 

Mr. Brown. Don’t they emphasize the question of prices and price 
stability where you don’t do that in your bill? You just mention it 
as you move along. 

Mr. Reuss. Well, let me be very clear on that. 

To me, there are three goals in the act. They are of equal impor- 
tance. Maximum employment, maximum production, and maximum 
price stability—maximum purchasing power. 

Mr. Brown. Wait a minute, now. 

If I read your bill correctly and understood you correctly, you didn’t 
say just that. You said reasonable price stability. 

Mr. Reuss. And so do the others. 

Mr. Brown. Well, what does the word “reasonable” mean, regard- 
less of whose bill it is ? 

My wife and I have arguments once in awhile about what a rea- 
sonable allowance is, and I suspect the rest of you may have had that 
difficulty in the past. 

What does the word “reasonable’ ’mean ? 

Mr. Reuss. Let me lay your fears at rest. 

If you are for maximum price stability instead of reasonable price 
stability, I am all in favor of that. 
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Mr. Brown. You use the original act as a basis, where you talk 
about “maximum” employment, and then you get around to pri 
stability, and you call it reasonable. ” 

Mr. Reuss. No, sir; I don’t. 

Mr. Brown. If you want to emphasize all of them equally, why 
wouldn’t you have the same wordage for all of them ? “hee 

Mr. Reuss. That is exactly what we do. 

The law, including the law as amended by this, talks about maxi- 
mum purchasing power, which includes the concept of reasonghj 
price stability. 

Mr. Brown. “Reasonable” price stability. 

Mr. Reuss. Let me lay this one to rest. 

If it makes the gentleman from Ohio, Mr. Brown, any happier— 

Mr. Brown. Well, I sure want to be happy. I am not too happy 
this morning. If you can make me happier, go right ahead. ; 

Mr. Reuss. Well, if I can make you happy by substituting “maxi. 
mum” for “reasonable,” I would say that this is the maximum and 
reasonable result. 

Mr. Brown. If that is agreed, and you will do that, I will state 
that it will to a degree increase my happiness, because you talk about 
reasonable when it comes to prices and stability of prices, and you talk 
about maximum employment, so I think that you ought to use the 
same wordage and same emphasis on all of these objectives if you have 
an equality of objectives in mind. ; 

Mr. Reuss. I thought I had done exactly that, but if another form 
of words makes it clearer, let’s have the other form of words. 

Mr. Brown. Then you wouldn’t object if the eommittee would se 
fit to change that from “reasonable” to “maximum” ? 

Mr. Reuss. No, sir; let me be very clear. 

Mr. Fascety. Would the gentleman yield for a very short question! 

Mr. Brown. Yes. 

Mr. Fasceti. Would the author of this bill just consider striking out 
the word “reasonable” at the place where it appears ? 

Mr. Reuss. Certainly, that would be another way of doing it. 

Mr. Brown. I think “maximum” places an emphasis on it. 

Mr. Fascern. You want to say it twice, and that is all right with 
me, Clarence. That ought to make you a little bit more happy. 

Mr. Brown. If you strike “maximum” out at this point—— 

Mr. Fascerx. I wouldn’t strike it out. 

Mr. Brown. And don’t want to emphasize it, then why emphasize 
it asto employment or as to anything else ? 

Mr. Fascery. Well, that is because it is in the old act. 

Mr. Brown. Well, we are amending the old act, as you well know. 

Mr. Revss. I think the subcommittee has shown by this colloquy, 
that it is well ahead of me on the question of statutory draftsman- 
ship. Iam sure it can improve this particular language, and I am sure 
it will. 

Mr. Brown. In other words, I am very much interested in the ob- 
jective that has been laid down in these bills, and I stated that m 
the beginning, I believe, when we were having another discussion, but 
I think the stability of prices is probably as important and perhaps 
the stability of wages, too, for that matter, is probably as important 
in getting a stable economy and in stopping inflation as the maximum 
employment would be. 
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Mr. Reuss. Well, the stability of prices, if I may say so, is not only 
important in the stopping of inflation, but it is the stopping of in- 
flation. * ae 

Mr. Brown. Of course, it is, but we want to say so, and we want to 
move in that direction. ; 

Now, let me ask you one or two other questions, if I may, just to 

t your thinking and viewpoint, because I am trying to clarify my 
own thoughts. ey 

Do you feel that the steady rise in wages—and I am an employer 
and I have given increases in wages, and I have given every one of 
them, incidentally, for the record, voluntarily, without any compul- 
sion, because I believe that my employees deserved such raises to 
meet the additional costs of living, and other costs that have increased 
so rapidly—but do you believe that this rapid rise in wages has com- 
pelled many industries and many employers to put in labor-saving 
machinery, and turn to automation, which in turn has helped create 
and continue this unemployment problem we face today ? 


Mr. Reuss. Well, there are really two questions there: (1) Has 
the rise in wage costs been an incentive toward automation? (2) Is 


automation a necessary cause of unemployment? 

On the first, there is no doubt in my mind, Mr. Brown, that auto- 
mation, technological advance, is spurred by an aggressive labor 
movement which asks for higher wages. I think if you look at those 
countries of the Western World which have shown the greatest in- 
crease in productivity, you find that they are the countries where 
management has been needled by the demands of labor for ever and 
ever higher wages. 

I happen to believe, and I am sure you do, too, that this is a good 
thing; that this is the carrying forward of the industrial revolution 
which makes a happier life for us all. 

The second question is, Does automation, or need automation cause 
unemployment? It is my view that it would be a tragedy if we 
allowed technological advance, the industrial revolution, automation, 
if you will, to cause unemployment. 

Of course, if you do nothing more than to replace a man by a ma- 
chine, the man is unemployed. The goal of the economy, however, 
ought to be to produce new jobs so that the man who is wholly or 
partially displaced by automation has, if anything, a better job wait- 
ing for him. I am sure you agree with those goals, and to the extent 
that we don’t achieve that, we are not doing the job we should. 

Mr. Brown. Of course, the argument is made, when we make a 
machine that will bring about automation in a plant, that then we 
have to employ somebody to make that machine. But, of course, 
I am sure that you will agree with me that one of the great unem- 
ployment centers, and situations in this country that causes a great 
deal of trouble right now is in Michigan in the automobile industry, 
and I am not unmindful of the fact, as I am sure you are not, and 
perhaps it is right, perhaps it is wrong, I am not arguing the case 
at all, but there have been great and steady increases in labor costs 
as far as manufacturing of automobiles is concerned. Labor, itself, 
has been paid more and more, and new wage contracts have been 
entered into, every year or every 2 or 3 years and there is another 
Increase, and so forth, and so on. 
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Mr. Reuss. And this is one of the reasons why there has been 
more automation. 

Mr. Brown. But as a result, today they are manufacturing mop 
automobiles, although I see they are cutting down now, because they 
can’t sell them at the present high prices, but have been manufacturing 
more automobiles per man-hour of labor recently than they did 
some time ago, with the result that you have, in spite of this increased 
demand for automobiles, a greater number of unemployed auto work. 
ers in the State of Michigan. 

T don’t have the exact figure. 

Mr. Reuss. It is very severe. 

Mr. Brown. Isn’t that correct ? 

One sort of feeds the other, isn’t that your opinion ? 

Mr. Reuss. Yes. 

However, what we must do, I deeply believe, Mr. Brown, is to evolve 
mechanisms so that automation becomes a blessing, not a curse, | 
believe that high wages are the best possible way to create consumers 
who will buy the products of Detroit, Flint, and every other place, 

High wages, it is true, do stimulate automation. There are many 
other things that stimulate it, too; but I would be less than candid 
if I didn’t agree that high wages are an important inducement to 
automation. 

What we must do, therefore, is to try to evolve mechanisms whereby 
excessive price increases in commodities, in concentrated industries 
like automobiles, have at least the leavening force of public opinion 
brought to bear upon them. 

Therefore, section 2 of the Clark-Reuss bill says that maybe one 
of the reasons why automobiles aren’t selling as widely as Detroit 
would like to have them sell is that they are priced too high, and 
maybe the best way of stiffening the back of management against wage 
increases, which are in fact of an inflationary nature, and which will 
force up prices, is by letting the public in, in a modest way, as the 
third man at the bargaining table, or the price-setting table. 

Mr. Brown. Well, now, all that you have said, of course, is true. 
You have painted one side of the picture, only. I can’t help but agree 
with you, of course, that high wages, that is, as high as we can afford 
to pay, and still get the production and the fair prices that the con- 
sumer is entitled to receive is all right, although I think the consumer 
too often has been the forgotten man in this whole picture. 

Mr. Reuss. We are trying to remember him in this bill. 

Mr. Brown. Well, I fear, and other people do too, that we are try- 
ing to cover the waterfront. We may be wanting, here in this legisla- 
tion, to be all things to all people; and I do not think you want to do 
that, and I certainly do not. Is it not an economic fact that you 
have to tie wages to production, that you should increase wages ac- 
cording to the increase in productivity, but when we increase wages 
according to productivity, we ought not to give the labor involved, in 
wages, all of the gains made in productivity? A part of those gains 
should be passed on to the public in the way of lower prices or better 
quality, is that not correct, do you agree with that? That happens 
to be my philosophy. 

Mr. Reuss. Yes. Let me just—— 
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Mr. Brown. Let me tie the other angle in and then you can com- 
ment on both of them. Then the other side of the picture, as a result 
of increased productivity, do you not believe that management, or if 

ou want to call it the capital ownership, of industry, 1s entitled to 
some share of the benefits that come from increased productivity, so 
that in turn it may have money to invest in plant and equipment to 
create moreemployment. Do you agree with that? 

Mr. Reuss. Yes, sir. 

Mr. Brown. Then we are on all points on that. 

Mr. Reuss. I would like to comment, however, that what you are 
doing, Mr. Brown, is a most useful thing. It is the sort of thing 
which I would like the Council of Economic Advisers to do for the 
economy by putting on its thinking cap. You have said, let wages 
increase according to productivity. But many questions occur—pro- 
ductivity in the particular industry? In the particular firm? In the 
particular geographical sector of the country? In the entire econ- 
omy? Productivity from when to when? All of these are relevant 
but intricate questions, and I can only agree with you generally that, 
by and large, wage increases ought not to outstrip productivity in- 
creases. Still we have not gotten down to brass tacks in specific cases. 

I would hope that, if H.R. 4870 were on the books today the CEA 
would, in the next few months, hold hearings on the question of the 
steel wage-price pattern. It would then be moving toward a clarifi- 
cation of the precepts you have mentioned. As far as I am con- 
cerned, your precepts sound good and sensible. 

In short, you are saying, let increased productivity be shared by 
labor in higher wages, by the consumer in lower prices, and by equity 
owners in a greater total return. I think that is just. 

Mr. Brown. Let me go further here for a minute. 

Mr. Reuss. But we ought to have somebody thinking about these 
things. 

Mr. Brown. I cannot stay for all of these hearings so I want to 
bring out a couple of points. First, what you have said about the 
automobile industry is good, but I wonder how much good these 
increased wages do these thousands of men who are unemployed as a 
result of the switchover to labor-saving machinery, or so they claim. 

Mr. Reuss. We must remember that unless we keep up total de- 
mand—and the wages of those still working are part of that demand— 
there are going to be still more unemployed. To the extent that the 
higher wages paid to the employed automobile worker sustains the 
present level of demand, the economy benefits, otherwise—— 

Mr. Brown. The more likely consumption is to drop, is that not 

true, so we have to have some sort of balance there—and you talk to 
the man who has the high wages in a factory and he says that such is 
wonderful and fine and, of course, you like to see high wages and all 
that, but you talk to the man who is out of a job, and is living on 
unemployment. benefits, and he says, “Well, I just wish we had not had 
that last wage increase. I would rather have a steady job at the old 
pay rate than to be out of work entirely.” 
_ Mr. Reuss. Some of them do. The wiser ones say, I think, “Well, 
if we had had wage increases distributed more evenly, we would have 
been able to keep up consumer purchasing power, and we would not be 
out of a job.” 
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Mr. Brown. I am not sure how much wisdom there is either in labor 
or in management, or in Congress, as far as that is concerned, | 
sometimes question that. 

Now I want to bring out one more point and then I am through 
Of course, you emphasize consistently such industries as stee] and 
automobiles as the example of what happens, but is it not true thay 
this same thing is spread all through industry? When the automo. 
bile worker gets a high wage, does that not mean a high wage for 
almost everybody else in the community? When the steelworkey 
gets a high wage, does that not mean an increase in wages eventually 
to just about everybody else in every other industry ? : 

What I am driving at is this: This problem of changing over to 
labor-saving machinery and automation is not restricted to just two 
or three big industries. Now I happen to run newspapers and, as 
I have said, I have tried to pay my men fairly and well. I was com. 
plimented by one of the great labor leaders when I was in debate 
with him. He said he had spent several hundred dollars to find out 
that I was doing for the people that work for me that which he was 
trying to get the management coming under his labor wnion’s juris. 
diction to do for the workers he represented. 

So I have tried to do that. But at the same time the very fact 
that you do that has forced newspapers, we will say, in every section 
of this country to turn to automatic typesetting equipment, and to 
other equipment of that type, so that they can afford to still give 
the consuming public newspaper service at about the same price they 
have always given it and, at the same time, can afford to pay those 
workers they need, with the new equipment, a fair wage or a higher 
wage to meet increased living costs. : 

So it is not just big business—I want to emphasize that—it is not 
just the automobile industry and the steel industry that is affected 
by this switch to labor-saving machinery because of high wages, but 
it is the small industries as well, and they must be taken into consider- 
ation because after all, while these other industries are gigantic in 
size, when you take the great mass, and add together the sum total of 
all of the smaller employers of the country, you will find that you 
have more employment there, and more workers represented there, 
than you do in the big industries. 

Mr. Reuss. No doubt, small industries as well as large industries, 
have increasingly adopted automation. The effect on the economy is 
the same whether this change occurs in large industries or in small 
industries. 

What Senator Clark and I, however, are talking about is not auto- 
mation, but about those heavily concentrated pace-setting industries 
where there are so few producers that they can pretty well set the 
prices. 

Now if you start charging three times as much for the product 
of your newsroom and typographers, you are going to find that some 
other paper will come into your neighborhood and it will beat you 
out, so you are affected by prices. 

Mr. Brown. Well, it looks like we may have to do that before long, 
and I hope you are entirely incorrect in your analysis of the situa- 
tion; but what I think you fail to do here is to emphasize in your bill 
the importance not only of full employment but of price stabilization 
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and so if you will take that word “maximum” and put it in 
there, 1 think it will help your bill considerably. 

Mr. Reuss. Thank you, and I will do that. 

Chairman Dawson. Mrs. Granahan. 

Mrs. GranaHan. I was wondering what your thoughts would be on 
this, Mr. Reuss. Take smaller industry, perhaps. Do you think 
scarcity, fear of manufacturing and creating a scarcity has caused a 

deal of unemployment ? 

Mr. Reuss. Fear of a scarcity ? 

Mrs. GranawaNn. The manufacturer is fearful of what is going to 
happen and therefore he creates a scarcity and manufactures less of 
everything and there is less employment. ae 

Mr. Reuss. I think you are saying, Mrs. Granahan, in different 
words, what Senator Clark and I have been saying. _In some indus- 
tries, notably steel, automobiles, and the other a concentrated 
industries, despite idle capacity and millions of unemployed, manage- 
ment sometimes in connection with wage increases has been able to 
raise prices, thus lessening the amount that people could buy and, to 
use your phrase, been able to “create a scarcity.” We do not think 
that this indicates that the men who run those industries are bad men. 
They are pursuing what they think to be the best interests of their 
companies. However, we think that there is a public interest—what 
Mr. Brown describes as the consumer’s interest—which should, in 
some modest way, be represented in their councils. 

Mrs. GraNAHAN. I think probably from a woman’s viewpoint, too, 
we see it a great deal in the Saltau stores and the garment indus- 
try. They are absolutely afraid to manufacture so therefore they are 
creating this scarcity. ‘They do not want to be caught with a lot of 
things on their hands. That was not so before all of this unemploy- 
ment. 

Mr. Reuss. Yes. It is important that we do all we can to restore 
the economy to a place where it is moving forward at a good annual 
growth rate of 4 or 5 percent. 

Mrs. GranaHAN. That is right, and as Mr. Brown says, full 
production. 

Thank you, Mr. Chairman. 

Chairman Dawson. Mr. Fascell. 

Mr. Fascett. Mr. Chairman, Mr. Reuss, I am trying to find some 
areas of agreement here. Am I correct in saying that there seems 
to be no objection to including the concept of sustained growth as 
part of the act? At least I have not found anybody who objects to 
that. 

Mr. Reuss. I cannot imagine so. It has been inherent in much of 
what Mr. Brown has been saying. 

Mr. Brown. Of course we want to see sustained growth, but there 
may be a question arise as to how we are going to sustain it. 

Mr. Fascet.. In reading hurriedly the reports of the Council of 
Economic Advisers and the joint committee, I do not see anybody 
raising an issue or including that language. 

Mr. Reuss. You are right, sir. 

Mr. Fascett. Well, hallelujah. In dealing with the words “pur- 
chasing power” to include maximum price stability, the only differ- 
ence that I can find, as I understand it, is that the Council of Eco- 
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nomic Advisers said that we have been giving due consideration ty 
this factor and our position is here, as far as your statement is cop, 
cerned, that they have not. 
Mr. Reuss. Not exactly. Apparently the Council’s views is that jt 
ee not in the act at all but should be. My position is that it should 
e. 


Mr. Fascexu. I am reading from Saulnier’s letter and he says; 


As we read this portion of the proposed legislation it implies the President has 
not been giving due effect to the Employment Act. 
I see they are talking about the words in total. 

Mr. Reuss. Yes; whereas the President himself and the Council 
specifically asked Congress for a declaration that reasonable price 
stability should be a goal of the act, we say, why sure, it is and has 
been a goal. 

Mr. Fascetu. As I understand it, then, he is not objecting then to 
the including in the definition of purchasing power the words “maxi- 
mum price stability.” There is no argument about that. 

Mr. Revss. That is correct. 

Mr. Fascety. So we have another area of agreement. 

Mr. Reuss. Right. 

Mr. Fascett. Now there is some seeming dispute with respect to 
stating the levels of employment, production, and purchasing power, 
and in your bills you desire to state this in quantitative terms as had 
been done previously whereas the Council says they would rather do 
it in general terms by charts and such means. 

Mr. Revss. Or not at all. 

Mr. Fascett. Well, that raises a question. I gather from, reading 
this letter, reporting on the legislation, that he, the Chairman of the 
Economic Advisers, is very firm in stating that relating these matters 
in quantitative terms is inadvisable, impractical, and unnecessary, 
which is debatable. But he does not take any issue with the fact that 
you ought to state them in some fashion. 

Mr. Reuss. Well, let me differentiate between two things. There 
are two things that the act of 1946 asks. One is, state the levels 
which you ought to have; namely, the statutory goals; the second is, 
state the trends that you think are going to occur—look into the erys- 
tal ball. 

Now Dr. Saulnier is saying, this crystal ball thing is very difficult; 
please do not hold our feet to the fire and make us do this. If he does 
not want to state trends other than in his charts and graphs, that is 
all right with me, but I want him to state goals. 

Mr. Fascetu. All right, let us stop right there. Are foreseeable 
trends right now made a part of the report? 

Mr. Reuss. I say no. He says yes, they are, if you dig them out of 
the charts and the text. As far as I am concerned, I would not quar- 
rel with him too much on that. 

Mr. Fascetx. In other words, statistical summary could be valuable 
to somebody and invaluable to somebody else depending on how you 
interpret it. 

Mr. Reuss. The important thing, Mr. Fascell, is goals. 

Mr. Fascetyi. Stated in quantitative terms. 

Mr. Reuss. Yes; such as there ought to be 70 million employed and 
only 314 million unemployed, or whatever be the objective. 
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Mr. Fascett. I understand that; but if this same thing were done 
inastatistical chart you would have no objection to that ? 

Mr. Reuss. None whatever, but they will not do it in a chart or any 
a I understand. I am just trying to get exactly what the 

int of difference 1s. ; 

Now there is no argument at all by anybody, as I see it, on the fact 
that the President has the authority to submit supplemental reports. 
The point is he has not, and this is discretionary. As far as you are 
concerned you would like to have it done because you have pointed out 
on the record, I believe, a particular point in time where a supple- 
mentary report would have been highly advisable. Is that your point? 

Mr. Reuss. Exactly. 

Mr. Fasceti. Now on the question of monetary policies, suppose 
the President. takes the position: I just do not have a monetary policy 
and whatever the Federal Reserve Board does is OK with me, that is 
my policy. aon 

Mr. Reuss. That is his present policy. Senator Clark and I think 
that isnot enough. We think he should use the services of the Council 
of Economic Advisers to develop a policy so that his total policy 
compounded of monetary and fiscal and credit and tax and spending 
policies can be a congruent whole. If he leaves out monetary policy, 
he has lost control of the helm. He should tell the Federal Reserve 
what he thinks is a sound monetary policy. 

Mr. Fasceti. Whether they do anything about it or not? 

Mr. Reuss. Whether they agree with him or not. They do not 
have to do what he says, but he should say. 

Mr. Brown. Will you yield right there? 

Mr. Fascerz. Yes, surely. 

Mr. Brown. Is it not entirely possible that the President has taken 
ito consideration all of these matters and decided that he would 
follow the policies laid down by the Federal Reserve Board? 

Mr. Reuss. I doubt it, sir, because time and again—and these ex- 
amples are spelled out in our written statement— the executive branch 
has said after the event, some months later, “Oops, we did not want 
the Federal Reserve Board to do that 3 months ago,” “they jumped 
the gun,” or “were too slow,” or “did the wrong thing.” What the 
Congress ought to have is a coherent program from the President 
and the Council of Economic Advisers. If the Federal Reserve Board 
disagrees, Congress can review it and perhaps advise one or the other 
what it thinks the proper policy to be. 

Mr. Fascetz. In other words, you see nothing wrong with having 
the Council as such recommend to the President certain actions which 
he would in turn recommend to the Federal Reserve Board, not only 
after the fact but before the fact or at any given time. 

Mr. Reuss. I think this is essential, yes. 

Mr. Brown. If he saw fit to do so. 

Mr. Fascenn. If he saw fit to do so, right. 

Chairman Dawson. There is one other question on the language. 

Mr. Inprirz. I have one question on the draftsmanship of section 
2 of your bill, Congressman Reuss. In his testimony, which was the 
joint testimony of both of you, Senator Clark emphasized that only 
in the pacemaking industries, where most of the output is produced 
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by relatively few firms and where the increases would threaten 

nomic stability, would the Council of Economic Advisers hold heap 

ings with respect to price increases. 
Mr. Reuss. Price or wage increases; that is correct. 


Mr. Inprirz. Your bill would insert a new subsection (6) jn thy | 


act, to be included under section 4, subparagraph (c) which Says: “Tj | 


shall be the duty and function of the Council”—and then your pj 
goes on to state—‘(6) to hold public hearings concerning” two kind; 


mene 


bree a . : ” “ i P a 
of matters, “(a) price increases,” and “(b) wage increases.” Noy | 


your bill defines the price increases specifically as those “pro 


in industries where most of the output is produced by relatively fey 
firms,” and where the “increases ned to threaten economic gta. 


hility.” However, the same kind of definition is not found in “(p) 
wage increases” unless the word “such” brings it in. 

Mr. Reuss. And the word “such” is designed to link those w 
increases to those price increases so this bill concerns itself solely 
with price increases and wage increases in industries where the output 
is produced relatively few firms. 

Mr. Inprrrz. That was my understanding from your testimony, 
But the legislation would be more explicit by deleting the phrag 


“such price increases” in clause (b), in line 4 on page 3, and substitut- | 


ing the phrase “the price increases specified in clause (a) of this 
subsection (c) (6)” so as to tie clause (b) right into the definition in 
clause (a) concerning price increases. 

Mr. Reuss. I think that would be a meritorious amendment and an 
improvement. That is precisely what was meant, but I think it makes 
it more clear. 

Chairman Dawson. Thank you very much, Mr. Reuss, for your 
testimony. 

Mr. Reuss. Thank you, Mr. Chairman. 

Chairman Dawson. The next witness is Mr. Zablocki, Congress- 
man Zablocki. 


STATEMENT OF HON. CLEMENT J. ZABLOCKI, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WISCONSIN 


Mr. Zasiockt. Thank you, Mr. Chairman, members of the com- 
mittee. I shall be very brief. I certainly appreciate the opportunity 
of appearing before the committee to testify in support of House 
Joint Resolution 238. I particularly am grateful, Mr. Chairman, 
inasmuch as I was unable to definitely advise you in replv to ver 
letter of March 16 that I would be able to appear at this hearing 
of bills amending the Employment Act of 1946. 

Further, I am grateful to my colleague, Mr. Johnson, for relinquish- 
ing his time thereby permitting me to present my prepared text at 
this point. In order not to impinge on the time of others scheduled 
to be heard this morning I shall just—— 

Mr. Brown. Would you yield for just a moment, Mr. Zablocki, 
inasmuch as I am forced to leave. Would you object to an amendment 
on page 2, line 5 of your bill, to change the word “reasonable” to 
“maximum” ? 
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. ZastocKi. I have some reservations about changing the word 
“reasonable” to “maximum.” TI gave it some thought as did the indi- 
viduals who had assisted me in preparing the legislation. The — 
way to get maximum stability, in my opinion, is by hav ing mar oe . 
{ wonder if the gentleman from Ohio would be happy with controls. 

Mr. Brown. Well, if the gentleman will check the gentleman from 
Qhio’s voting record, he will find he does not believe in regimentation 
and control. He believes in the free enterprise system. But you use 
the word “maximum employment” and you do want to use the term 
émaximum stability of consumer prices.” Now why are not both, 
why should not both be the goal, to try to have both maximum 
employment and maximum stability? Now maximum does not mean 
total. It does not mean control. _ 

Mr. Zasiockt. It is a matter of interpretation, Mr. Brown, but in 
my opinion if it is to be the policy of the United States to try to 
obtain “maximum” stability, and if the only way maximum stability 
ean be obtained is by controls, then it could be interpreted that it 
should be the policy of our Government to impose controls, and I do 
not agree to that concept. : 

Mr. Brown. That use of the word “maximum” in front of the word 
“employment” could just as well be taken to mean that the Govern- 
ment has to give everybody a job, regardless. 

Mr, Zastocxt. Well, maximum employment had been in the lan- 
guage and ’ 
~ Mr. Brown. We are putting some new language in. Why not put 
it the same way on everybody and everything. 

Mr. Zastock1. I would prefer to have the word “reasonable” 
stricken and just have “stability of consumer prices and maximum 
employment” rather than to have the act amended by including the 
words “maximum stability.” 

Mr. Chairman, this House joint resolution is a very simple ap- 
proach. It probably oversimplifies the approach to the complex 
problem but we do agree, I am sure, that creeping inflation poses a 
threat to the economy of this Nation as does an economic depression. 
Since the lives of millions of our people will be blighted and the 
strength of our entire economy may be damaged if this Nation con- 
tinues to tolerate the inflationary trend of consumer prices, therefore, 
Mr, Chairman, I propose in this joint resolution that it be the declara- 
tion by the Congress of a national policy with respect to the mainte- 
nance of reasonable stability of the level of consumer prices and I 
believe, Mr. Chairman, that such a declaration alone will have a 
salutary effect and will serve as a check on inflation. 

I hope that the Congress will take at the very least this step in 
order to make clear and include in the Employment Act of 1946 such 
language so there will be no doubt as to the intent of Congress, and I 
hope, Mr. Chairman, that your committee will act favorably on the 
suggestion. 

airman Dawson. Mrs. Granahan, any questions? 

Mrs. Grananan. No questions, Mr. Chairman. 

Chairman Dawson. Thank you very much. 

Mr. Zastocki. Thank you very much, Mr. Chairman. 

Chairman Dawson. Congressman Johnson of Colorado. 
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STATEMENT OF HON. BYRON L. JOHNSON, A REPRESENTATIVE y 
CONGRESS FROM THE STATE OF COLORADO 


Mr. Jounson. Thank you, Mr. Chairman. I am very sorry th 
Mr. Brown had to leave because I think he and I would find ot 
selves at least in reasonable accord about the use of the a 
“reasonable.” Word 

My bill, TLR. 3317, was drafted after I had read the other bill 
which contained the word “reasonable.” I view the word “reasonable 


as an unreasonable word and I do not care to see unreasonable work | 


inserted in such basic legislation, and therefore I would say simply 
“stable prices”. I do not think you need to put the word ‘ona xia 
in. I think it becomes clear that “stable” means “stable”. If does 
not mean slowly moving up or down. 


Now I notice that the debate in past years over the question of | 


amending the act, Mr. Chairman, has turned upon the concept of tly 
term “purchasing power” in the original act. Those who were hep 


when it was drafted and who were part of the debates at that tiny | 


keep telling us that they understood that the phrase “maximum pur. 
chasing power” embraced the concept of stability. But I would sub. 
mit for the record the report of the Council of Economic Advise, 
in its economic indicators, which shows that, taking 1947-49 ag 109, 
consumer prices on all items are now at 123.8. This means a 238 
percent increase during that 12-year period or a 2-percent-a-year 
rise. Now to accept satisfaction with the present law as including 


the concept of reasonable price stability seems to me to endorse a? | 
percent per annum rise. I do not happen to think 2 percent increas | 


per year is a reasonable rise. There have been those who have sug 
gested that 1 or 114 percent a year would be a reasonable rise, The 


moment that we grant that an annual rate of increase in prices isto | 


be expected, we will have people planning for it; and when they plan 

for it, we can expect that it will rise even more rapidly. 
Chairman Dawson. Mr. Reuss, will you sit up here with us! 
Mr. Reuss. Thank you, Mr. Chairman. 


Mr. Jounson. So I would argue notwithstanding the intent of | 


the framers, the time has come in the face of this 24-percent increas 
over the past 12 years for the Congress to restate its purpose. | 
would neither affirm nor deny that stable prices may have been the 
intent of the framers. They tell us it was their intent. 

I was an economist in Washington at the time, but I was nota 
party to the discussions and I do not know what they intended. I 
is my position that the people have a right to expect of us that we 
will nail down in writing that it is our intent as a Congress that 
there be continued price stability. 

My bill does not go beyond that question except to make a technical 
amendment in the act at paragraph 4. If you will turn to the ac 
itself, at section 4(c), subsection 4, it is the duty and function of 
the council to develop and recommend policies to maintain employ: 
ment, production, and purchasing power. By some accident of 
draftsmanship when the original act was passed the word “max 
mum” was not inserted in section 4, even though it appears in se 
tion 2. Hence I have added a simple amendment providing exactly 
parallel language in subparagraph 4, so that it will be the duty of 
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the council to develop and recommend policies to maintain maximum 
employment, production, and purchasing power at stable price levels. 
Actually, I have two amendments; but they are in essence one, to 
rovide —. — at both places in the act, and my bill does 
yond that. 
aa snatter of interpretation. If the committee wishes to add 
the investigatory recommendations of the Reuss-Clark proposals, this 
opens a whole new area of consideration. I think if the only power 
to be given is advisory, if this is to be nothing but publicity, it may be 
suitable to give the Council of Economic Advisers this power. There 
is a good point in the warning that if you are going to make the 
Council a price-regulatory body, it probably is not the correct body 
for that larger power. It is my own view—and I expressed this on 
the floor the other day—t hat we may find pitiless publicity 1s inade- 
quate, but I would certainly be agreeable to using it as a first step. 
We have just this week ordered a larger investigation of inflation 
by the Joint Economic Committee and the President’s ¢ abinet has a 
committee making a similar investigation. I suggest as an immediate 
step that the Reuss-Clark bill (except for the question of precise 
phraseology) might well be recommended by this committee, but I 
would caution against the inclusion of the word “reasonable.” I join 
with my colleague, Mr. Brown, in suggesting that this is an uncer- 
tain word and it is an invitation to tolerate 1 or 2 or 3 percent in- 
flation per year. The moment we begin to tolerate that, we will have 
more than that. 

We are having that much inflation now when we say we are not 
tolerating it. If we say 2 percent a year without intending to, what 
would we get if we intended to have it? 

Chairman Dawson. Mrs. Granahan. 

Mrs. GRANAHAN. No questions. 

Chairman Dawson. Mr. Reuss. 

Mr. Reuss. No questions, thank you. 

Chairman Dawson. Thank you very much. 

Mr. Jonnson. Thank you. 

Chairman Dawson. Our next witness will be Professor Galbraith. 


STATEMENT OF PROF. JOHN KENNETH GALBRAITH, HARVARD 
UNIVERSITY 


Professor GatBraiTH. Thank you, Mr. Chairman. I realize your 
time is getting very short so I shall try to be very brief. 

I am grateful to you for your invitation to come here and com- 
ment on this important legislation. I would like at the very outset 
to say a word or two on the background of this problem. It seems 
tome that this is necessary if one is to make a wise decision as between 
the various proposals that are before the committee. 

Now inflation in moderate form—what Congressman Johnson would 
call reasonable form, I suppose—has been a steady and persistent 
problem since the war. And even when prices on the average have 
been stable, as indeed has been the case in these last few months, this 
has been to some extent illusory. Some prices, notably those in the 
concentrated sectors of the economy—steel, machinery, oil, and so 
forth—have been going up and this has been offset. by falling prices 
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of food and some other products. This is not a way of stabilizj 
prices that commends itself to most economists and it certainly does 
not commend itself to the farmers. 

Now, roughly speaking, this inflation has been attributed to two 
causes over this period of time. Some have held that it is the regu} 
of too much demand. This has pulled prices up as the result of the 
classical tendency of people to bid for goods in insufficient supp} 
and thus to raise prices. And in a strong labor market there is q 
similar bidding up of wages. 

The second position holds that the prices have not been so much 
bid up as shoved up. They have been shoved up by the stro 
market position of the large corporations in the industries where 
there are relatively few firms. This increase has been supported— 
triggered, if you will—by the bargaining demands of the unions ip 
these industries—unions that are also relatively strong. This is the 
cost-push or administered price explanation. 

I would very strongly support what Congressman Reuss and 
Senator Clark have said this morning. There is now a tendency 
toward agreement that it is the second cause of inflation which js 
important. The evidence is very difficult to escape. In the first place, 
in the last year and a half we have not had strong demand. Demand 
has been relatively weak. It has not even been strong enough to 
employ all of the people in the country yet we have had a continua- 
tion of inflation. And in the second place we know from examining 
the structure of this inflation that it does occur in the part of the 
economy that is characterized by large and strong firms and secon- 
darily by relatively strong unions. In the last 6 or 8 years prices 
of agricultural products, apparel, clothing, and so forth, have not 
shown the same increase. 

Now, I say this because it bears very strongly on what one does. 
One must have in economics, as in medicine, a proper diagnosis be 
fore one can have a proper remedy. The classical or established rem- 
edies for inflation are what economists have come to call monetary 
policy and fiscal policy. By monetary policy, we mean action by 
the Federal Reserve to raise interest rates, to tighten the supply of 
loanable funds to make borrowing more difficult, so that there will be 
less demand for goods based on borrowed funds. In the simplest 
possible statement this is the way monetary policy works. 

There is an ancient suspicion that that there is some magic down 
on Constitution Avenue. It emanates from the Federal Reserve 
Board—it involves magic powers not known to the ordinary citizen. 
There is no magic in monetary policy. 

The other remedy for inflation is what we call fiscal policy. It con- 
sists of cutting back spending, public and private. Since public 
spending is all that we really can control, it really ends up in sug- 
gesting that we cut down public expenditures, raise taxes, keep the 
Government from contributing to demand. Thus we stabilize the 
economy. 

This theory lies behind the repeated pleas in the last few weeks 
and months for a balanced budget, with the notion that Government 
expenditures, if they can be cut, will contribute to stabilization. 

Now, it will be plain, I think, Mr. Chairman, that if the cause of 
the inflation is not an excess of demand, then it cannot be remedied 


ell 
cut de 


rm 


two 


the 


»ply 
1S q 


uch 
ong 
nere 
“d— 
Sin 
the 


and 
ney 
h is 


and 
1 to 
1ua- 
Ling 
5 
the 
con- 


not 


em- 
Lary 
| by 
y of 
1 be 
lest 


own 
er've 
zen. 


con- 
blic 
sug- 
the 
the 


peeks 
nent 


e of 
lied 


AMEND EMPLOYMENT ACT, 1946 43 


either monetary policy or fiscal policy, the purpose of which is to 
cut down demand. This seems to me to be the essential ambiguity in 
the present policy of the administration. _ 

though the Federal Reserve authorities have tended to accept 
administered prices as the cause of the inflation, they have continued 
to attack inflation by cutting back on demand. We should remind 
ourselves that when you cut back on demand, you also increase un- 
employment. This is what a reduction in demand for goods does, and 
ou also have some reduction in the rate of growth in the economy, 

use it is when the economy is pressing on its capacity that firms 
add to their plant capacity. When they have idle capacity, they don’t 
feel similarly impelled. 7 

This means that the monetary and fiscal policies largely bypass the 
roblem of the kind of inflation that we have and, by contributing 
to unemployment and by slowing the rate of growth, have other ef- 
fects which we don’t want. . 

Now, this brings me to the legislation which you have before you. 

I think one can say that these bills, all of which show careful 
thought and careful draftsmanship, break down into two classes: 

There are first those which seek to affirm the responsibility of the 
Council of Economic Advisers and the administration under the Em- 
ployment Act of 1946 to stabilize prices—to provide maximum 
stability or reasonable stability. 

I must say I here agree with Congressman Johnson and Congress- 
man Brown that the word “maximum” is the more affirmative and 
stronger term. 

I would argue, subject to correction by Congressman Reuss, that 
the setting of objectives in quantitative terms is also part of this 
general strengthening language. 

The other part of this legislation is in section 2 of the Clark-Reuss 
bill, and which proposes that there be in these industries where large 
firms bargain with strong unions—where we have these large and 
pattern-setting increases in prices—a hearing process, this is designed 
to set firm standards as to what wage increases can be afforded, what 
wage increases are in excess of what can be afforded and will lead to 
price increases. Its purpose, as its sponsors state, is to bring the force 
of public opinion to bear on the process—to let the public in at. the 
bargaining table. 

Now, I think it will be clear, Mr. Chairman, that if the cause of in- 
flation lies in the administered price areas, and if monetary policy and 
fiseal policy do not deal with this problem, then the only part of this 
legislation which really comes to grips with the issue is this part of 
the Clark-Reuss bill. 

Iam not denying the desirability of affirming in the Employment 
Act the need for price stability, but we must keep in mind that the only 
instruments that are available to the administration are monetary and 
fiscal policy. These don’t deal with the kind of inflation we are in. 
Therefore, unless section 2 of the Clark-Reuss bill is included, legisla- 
tion will be a not unimportant gesture, perhaps not an unuseful one. 
But it will bring us little closer to the problem of stabilizing prices. 

Now, let me say just one other word before I conclude. 

There will be some—there are some who have said, “Well, why 
bother? Why try to stabilize prices? Why not accept this small 
amount of inflation that we have?” 

89741594 
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The Clark-Reuss bill involves a step in the direction of interventig, 
in markets, a very short step. I am frank to say it is a shorter ste 
than I would myself take or that will eventually prove necessapy 
But I agree with them that the wise course may be to creep before yoy 
walk, to be modest is to be wise. 

But why take any step at all? Why not take this modest 2, 3 poy. 
cent, perhaps 4 percent increase in prices each year as the price fo 
not having to get into this sort of problem ? 

Well, I should hope that the committee, the public at large, will ng 
come to accept the view that inflation is a minor or necessary mis. 
fortune. Let’s reflect for just one moment on the kind of inflatioy 
we are talking about, the kind of inflation which by wide agreemen; 
we are now having. 

It is inflation which is led by the strongest corporations and the 
strongest unions. This means that somebody else must be lagging 
behind. Well, I don’t think we have to search very far as to whois 
lagging behind. It is the older people in the community who haye 
no bargaining power at all, the white-collar workers, who have yo 
unions, the schoolteachers, the policemen, the civil servants. This js 
a kind of inflation, in other words, which benefits and rewards the 
strongest and biggest and penalizes the weakest and the smallest, 

It is a very regressive and reactionary type of inflation, and it seems 
that the people who bless this type of inflation and say that it doesn’ 
matter have not seriously thought through the way in which it is af. 
fecting different groups in the community. 

I think, incidentally Congressmen are not as likely as others to be 
tolerant of this inflation. I doubt that people who have to run for 
office will become particularly fond of this kind of inflation. 

Iam very glad that this is the case. 

So, Mr. Chairman, I would conclude by saying that this step taken 
by Senator Clark and Congressman Reuss represents a first, and I 
think a very important step in coming to grips with this very in- 
portant problem. 

Therefore, as an interested citizen, since I pay the prices along 
with everyone else, I would urge the legislation very strongly on the 
attention of the committee. 

Chairman Dawson. Mrs. Granahan ? 

Mrs. GRANAHAN. I have no questions. 

Chairman Dawson. Congressman Reuss ? 

Mr. Reuss. No questions, Mr. Chairman, thank you. 

Chairman Dawson. Thank you very much, Professor. I am happy 
to see you with us again. 

Professor GALBRAITH. Thank you, Mr. Chairman. 

Chairman Dawson. Dr. Gardiner C. Means, consulting economist. 


STATEMENT OF DR. GARDINER C. MEANS, CONSULTING ECONOMIST 


Dr. Means. Mr. Chairman, members of the committee, I appre- 
ciate very much an opportunity to make a statement on these bills. 

I have provided you with a formal statement, which I believe has 
been distributed, and I will just read certain sections of it and sum- 
marize the remainder. 

Two weeks ago the New York Times carried a remarkable editorial 
entitled “An Aroused Reserve Board.” 
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This editorial described the extremely serious dilemma presented 
to the monetary authorities by the new type of inflation which has 
developed and has come to be referred to here in Washington as 
administrative inflation. 

The editorial points out that- 
general credit controls are too blunt an instrument for dealing with this type of 
price rise. If applied with sufficient vigor, they can slow down the whole 
economy and produce widespread disemployment, thus creating the impression 
that the Federal Reserve Board was neglecting its responsibilities under the 
Employment Act of 1946. 


Further, the editorial says of the Board— 


that a point has certainly been reached when it finds itself forced into the posi- 
tion of “taking the rap” for inflationary policies that are socially and economi- 
cally unsupportable, but with which it is not equipped to deal. 

Two days before, the Washington Post had carried an editorial on 
the same subject under the title, “The Price Issue Is Joined.” 

This editorial said : 

There is a growing consensus that present fiscal and monetary controls of 
the Government simply cannot cope with the administered price sector of the 
economy where concentrated industries like steel can, as they have shown, defy 
sagging demand, increase prices and profits and thus seriously retard economic 
growth. 

The editorial closed with the following words: 


So the issue is joined. If the makers of steel and autos and other heavy manu- 
facturing and the unions which serve these industries will now acknowledge their 
power, accept the social responsibility that goes with it and discharge it in the 
public interest, the American economy can avoid further regimentation and con- 
trol. If they will not, Congress and the administration will be under mounting 
pressure to devise effective restraints. 

This represents a remarkable shift in opinion in the past month 
that grew out of the testimony before the Senate Antimonopoly Com- 
mittee, under the chairmanship of Senator Kefauver. It was the re- 
sult of testimony of various economists on this subject of administered 
prices and inflation. . 

The results of that testimony can be summarized in a single chart 
following page 3, and I would like to call it to your attention: 

This chart represents the wholesale price changes of all of the 
groups of prices in the Bureau of Labor Statistics wholesale price 
index. 

Each column in the chart represents a group of commodities. The 
height of the column indicates how much the price has changed from 
1953 to October 1958. The width of the column represents the weight 
given in the wholesale price index to the particular group and the area 
of each column represents the contribution that the particular group 
made to the increase in the wholesale price index during this period. 

Now, I have marked the concentrated industries in black. The least 
concentrated industries, those in which the market dominates the mak- 
ing of price are in light gray, and the dark gray represents mixed 
groups where there are some administration-dominated prices and 
some market-dominated prices. 

Just a quick glance at the chart shows quite clearly that the main 
increase in prices since 1953 has been in the administration-dominated 
industries, the concentrated industries. 
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No one has challenged the accuracy of that chart. There have beep 
critics of the implications that some of us draw from that chart, but 
no one questions its accuracy. 

I have here a section in which I point out—I will not read it— 
I point out that since 1953 we have not really had full employment, 
We have not really carried out the mandates of the Employment 
Act of 1946. 

Nineteen hundred and fifty-three was a year of high employment 
and stable prices. The President’s economic report in that year or 
following that year spoke very highly of both the high employment 
and the stability of prices and said, 1n effect, “We have really been 
very successful this year.” 

Since then we have had close to a million more unemployed in each 
year, a million more unemployed. We had less than 2 million in 1953, 
We have had close to 3 million in every year since—the average for 
the year. 

We have also had ample manufacturing capacity. People have 
talked of the price rise in 1955 as a product of demand pressing on 
capacity, and yet if you will look at chart 5, which follows page 5, you 
will see a line, the more or less straight line, which reflects manele 
turing capacity. The fluctuating line represents production of manu- 
facturers, physical quantities in both cases. 

Now, those lines are taken directly out of the President’s economic 
report of January 1959, and you can see that the volume of manufac- 
turing capacity has gone up fairly steadily and much more rapidly 
than production. 

We haven’t, since 1953, been pressing on capacity and, remember, 
in 1953 we didn’t have inflation. 

The next chart on the next page shows the same thing for durable 
goods. I emphasize this because a great deal of the price increase 
occurred in durable goods. Again you can see that there is no press- 
ing on capacity. 

So that for this whole 5 years we have not been approaching the 
condition of demand pressing on capacity, and yet we have had this 
inflation. 

It has been this new type of inflation. 

Turning to page 7, 1 would like to read a section there, but first I 
should say that you have to distinguish this new type of inflation from 


demand inflation. You must recognize that the inflation from the - 


war up to 1953 was a demand inflation. I think it is quite clear 
that we generated too much money in financing the war, too much 
liquid assets, and those the economy had to adjust to. We were not 
able to reduce the money supply. We were not able to reduce the 


Government debt quickly. Therefore, we had excess demand, and 


that gave us demand inflation. 

Since 1953, we have not had that condition, and therefore any at- 
tempt to deal with the inflation since 1953 as though it were a demand 
inflation and reduce demand operates to reduce demand below what 
is necessary for full employment. This is only reiterating what Dr. 
Galbraith has said to you. ; 

With respect to this bill—and I am speaking now of the Reuss bill, 
and I am limiting my discussion to section 2 of that bill—the peer 
hearings become a very important device in my opinion for helping 
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to prevent administrative inflation, this new type of inflation which 
cannot be prevented by Federal Reserve policy, by fiscal policy. _ 

In this connection, I would regard price hearings and publication 
of the facts as having an important role to play in controlling this 
type of inflation. I would be very strongly against the adoption of 

rice and wage controls, as would Congressman Brown. I would only 
adopt such controls as a very distant and last resort when other meas- 
ureshad failed. ait in 

But public hearings on prospective or actual price increases, and 
where necessary on wage increases, could serve a very useful purpose 
where there was serious danger that such increases would threaten the 
stability of the economy, and impede economic recovery. _ 

I would not contemplate a large number of hearings in any one 
year, but I would expect that the relevant data on costs, productivity, 
et cetera, would allow the public to distinguish between legitimate and 
nonlegitimate price increases and bring home to those in contro] in the 
concentrated industries the policies which would represent responsible 
behavior toward economic recovery. 

I don’t think that this will solve the problem completely. It is 
useful but needs to be reinforced in several ways. Therefore, I would 
suggest as a possible thing to consider that you could reinforce the 
effectiveness of some hearings if some of the joy in raising prices to 
increase profits were removed by adopting a graduated anti-inflition 
tax, . 

The evidence presented before the Senate Antitrust and Monopoly 
Committee makes it clear that the concentrated industries are the 
chief source of administrative inflation. Therefore, an excess profits 
tax limited to the larger corporations, say, those with assets over $100 
million, could be effective. Presumably it would only be operative 
for profits above an ample rate of return on capital, and then would 
take an increasingly large proportion of the excess as the rate of 
return was higher. 

Such a tax would reinforce the effect of hearings on specific prices. 
It is quite possible that these two measures alone would be sufficient 
along with the public education involved, to prevent serious adminis- 
trative inflation while monetary and fiscal measures were used to ex- 
pand demand to the extent required for full employment. 

Also, the basic purpose of these measures could be strengthened by 
one additional action. At the present time there is a great ambiguity 
as to the responsibility of the Federal Reserve Board with respect to 
inflation. The Employment Act of 1946 places on the Board (as on 
other agencies of Government) responsiblity to aim its policies at 
“maximum employment, production, and purchasing power.” Also, 
it is generally accepted that there is an implicit direction to maintain 
price stability. 

Since the Federal Reserve Board does have the powers which could 
prevent demand inflation and cannot control administrative inflation 
without creating excessive unemployment, the direction to aim at high 
employment and price stability involves some measure of contradic- 
tion. It would be possible to remove this contradiction by a joint 
congressional resolution which— 

(1) Distinguish between demand and administrative inflation. 
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(2) Absolved the Federal Reserve Board from responsibility 
for controlling administrative inflation and reiterated its ye. 
sponsibility for aiming its policies toward achieving high em. 
ployment and preventing demand inflation. 

(3) Accepted the responsibility of the Congress to find other 
ways to prevent serious administrative inflation. 

With such a directive, the objectives of the Board would be clear 
and, in my opinion, it could adopt policies which would bring about 
full employment without demand inflation while these other meas. 
ures, price hearings, and an anti-inflation tax, prevented serious ad- 
ministrative inflation. 

Of course, an expansion of demand which reestablished full em. 
ployment such as last existed in 1953 would involve some rise jp 
market-dominated prices. This is a very important point because if 
we are demanding that the administration bring about price stability 
and also full employment from the present depressed condition, with 
between 4 and 5 million unemployed, some measure of price increase 
on the part of the flexible prices, those marked in light gray on my 
chart, are implicit. We just have to face that fact. We can’t bring 
about full employment by fiscal and monetary policies, by expanding 
demand, without have such price increases. 

If the administrative-dominated prices are held down, this rise of 
market prices would bring market-dominated prices more into line 
with administration-dominated prices and would be a necessary cost 
in economic recovery. (The alternative of forcing down administra- 
tion-dominated prices to the necessary extent seems to me impractical, 
We just can’t get a rollback of the prices like steel, a significant roll- 
back.) 

With little rise in administration-dominated prices, the necessary 
reflation might involve as much as a 3-percent rise in the average of 
wholesale prices, but once recovery was complete, there need be no 
further rise, provided administrative inflation is prevented. I believe 
the Federal Reserve Board has ample powers for preventing such a 
reflation from crossing the line of full employment and becoming a 
demand inflation. 

With respect to the provisions of the proposed bill, I am not an 
expert in Government organization and do not feel competent to 
discuss just what agency should be made responsible for the new 
hearing function or what its powers should be. But there is one mat- 
ter in the present draft which does fall within the field of my con- 
petence. 

The draft speaks of “price increases, proposed in industries,” et 
cetera (p. 2, line 25, and p. 3, line 1). In practice, price changes in 
unregulated industries are seldom proposed in advance. On the other 
hand, it is often expected that price changes will occur before they do. 
One could broaden the language by substituting “prospective” for 
“proposed.” 

Also, there may be situations in which a price change has already 
been made and needs to be investigated. This could be covered by 
adding “actual.” My suggestion is therefore that this section should 
read “price increases, prospective or actual in industries,” et cetera. 

In closing, I wish to say that I am not a perfectionist and do not 
expect that any set of measures short of price controls will entirely 
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eliminate administrative inflation, but I do believe that the measures 

implicit in this bill would, if reinforced by measures such as an anti- 

fation. tax, go a long way to minimize administrative inflation and 

allow the Federal Reseve Board to reflate to the extent necessary for 
loyment. 

"een Dawson. Mrs.Granahan? _ 

Mrs. GRANAHAN. No questions, Mr. Chairman. 

Chairman Dawson. Mr. Reuss? ; 

Mr. Reuss. Mr. Chairman, I would just like to thank Dr. Means 
for his very searching observations and to say in connection with his 
suggestion made toward the end of his presentation on a proposed 
darification of section 2 of bill H.R. 4870, that I think that, too, is a 
worthwhile suggestion. I hope that the committee will consider it, 
and as far as I am concerned, it improves the bill that I have 
submitted. i : 

Chairman Dawson. What about the imposition of a tax? 

Dr. Means. I realize that that doesn’t come before your committee, 
but in discussing such a proposal as that in the Reuss bill, it seems to 
me that if one looks at it alone independently, it isn’t going to get us 
too far. It is a good thing, but even its authors do not pretend that 
it will solve the whole problem. 

I think if it is reinforced by something in the nature of an excess 
profits tax on the large companies that that would strengthen its 
value, and I introduce the idea here, not because it should be dis- 
cussed by your committee, but because in my thinking some other 
measures than just this bill need to be under contemplation. 

Chairman Dawson. Mr. Carlson ? 

Mr. Caritson. Dr. Means, I would like to ask a question or two about 
this chart. 

In the preparation of the chart or of the background material for the 
chart, you must at some point have addressed yourself to a segment 
of industry and decided whether or not. that segment was to fall in the 
administratively priced group or in the competitively priced group. 

Dr. Means. Yes. 

Mr. Cartson. To how large a segment of the industry was this done ? 

I notice in this BLS study, “Frequency of Change in Wholesale 
Prices—A Study of Price Flexibility,” printed this year by the Joint 
Economic Committee, a statement that “this report presents a study 
of the frequency and amplitude of price changes, based on analyses of 
1,789 of these commodities.” 

I think that some of these commodities could probably be defined 
as industries, that is, a commodity and an industry would almost be 
synonymous in some cases. 

Dr. Means. Yes, like steel. 

Mr. Cartson. Now, how many of these commodities entered into 
your determination of what are administratively-priced industries and 
what are competitively-priced industries, and what are mixed ? 

Dr. Means. For all the categories, the groups here, except steel and 
metal and metal products and fabricated steel, for all of the other 
groups I have used the groupings provided by the BLS in their whole- 
sale price reporting, and for those I adopted two methods: 

One, Ihave had a great deal of experience with this kind of analysis 
and with concentration in industries. 
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I want to make the original study for the National Resources Con, 
mittee on concentration of manufacturing, commodity by commodj 
which is contained in their report on the “Structure of the America, 
Economy.” I am familiar with the TNEC study of concentration, 
And I am familiar with the recent study on “Concentration in Amer). 
_ can Industry” prepared by Bureau of the Census for the Senate Ang. 
trust and Monopoly Subcommittee. So I classified each group in ter; 
of my own knowledge of industry, and 

Secondly, I went to the report which you just referred to by th 
BLS, where they had counted the frequency of price change. They 
they had given averages, the average frequency of price cna for 
each of these major industrial groups, and I checked my knowledge of 
the industry with the frequency classification, and in 10 out of 15 cage 
their figures confirmed my classification on the basis of concentration, 
In the remaining five, there were very important reasons for not using 
the BLS classification. 

One of those was “Miscellaneous.” Now, “Miscellaneous” has a very 
large number of items, like guns, ammunition, fishing tackle, and » 
forth, plus the protein supplements for cattle feeding. Somehow or 
other, they are included in the miscellaneous. 

Now, if you count the frequency, just take the average frequency, 
for this group you come out with a very low frequency. However, the 
feed protein supplements, which represent 70 or 80 percent of the 
weight in the index, have a high frequency of change, so I didnt 
alter my classification because of the BLS frequency count. If they 
had used a weighted average, using the same weights as are used in 
making the price index, then “Miscellaneous” would have had a high 
frequency of change. 

Or take another example, “Nonmetallic minerals” which includes 
brick and cement and stone work, and so forth. Those are what an 
economist calls local monopolies or local oligopolies. A few companies 

rovide brick in Washington and the companies producing brick in 

‘hicago do not compete with them. Asa result, Nonmetallic minerals 
are produced for the most part by concentrated industries. However 
the method by which the BLS arrived at its figures greatly exagger- 
ated the frequency of that group. So I have no feeling that there 
is any serious flaw in the classification I made even though the BLS 
frequency count seems to suggest more flexible prices. 

Mr. Carison. There are no objective criteria, then, that someone 
other than you could apply to these various groupings? 

Dr. Means. No. I did not apply a fixed formula for concentration, 
item by item, and then combine the items into a weighted average which 
precisely reflects the degree of cencentration. But I am perfectly 
willing to say that the classification somebody else will arrive at will 
be very close to mine, anybody who really knows these industries 

Mr. Cartson. If your understanding of the situation changed, then 
this array could change? 

Dr. Means. Well, if I am wrong about an industry being concer- 
trated, if I am wrong about the machinery and motive products, the 
automobile industry, for instance, the electrical industry, being con- 
centrated, if I am wrong about this, then I have got an industry 
wrongly classified. 

Mr. Carson. I don’t mean to suggest that. 
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Dr. Means. | think if you did examine each industry you would 
classify them as I have. 

Mr. Cartson. You say you took processed food as a group? 

Dr. Means. That is correct. m tei 

Mr. Carison. But there are individual items in it like condensed 
soup, for exa mple. 

Dr. Means. Yes. 

Mr. Cartson. That is a highly concentrated industry, I understand 
that four manufacturers produce something like 80 or 90 percent 
of the total output, so there are characteristics of individual industries 
within the processed foods group, a competitively priced industry by 
your standards, that are also characteristics of some of these indus- 
tries in the administratively priced group. 

Dr. Means. That is right. You will notice that I have not referred 
to processed foods as market prices but rather I have referred to the 

oup as dominated by market prices. ee aay 

If one could take processed food and divide it into individual pro- 
cessed foods, the concentrated, the intermediate, and the nonconcen- 
trated, one would find that part of the processed foods belonged in 
black. I have already done an analysis which indicates that those 
prices would show very considerable increases. The processed foods 
which are concentrated as a group will show a very considerable price 
increase, Whereas, the nonconcentrated will show very little price 
increase. Some will have dropped. 

Mr. Cartson. Would it be possible to supply from your analyses 
and preliminary studies on which this chart was based the criteria 
used in classifying each of the commodities included in this grouping? 

Dr. Means. To a very considerable extent I drew on my extensive 
knowledge of industrial concentration. It would be perfectly possi- 
ble to introduce the frequency count for each of these groups. I did 
do this—you understand I prepared this chart as a result of a request 
that I appear before the Antitrust and Monopoly Committee which I 
received about 3 days ago before I had to send the chart to be repro- 
duced so that my original testimony was very much of a rush under- 
taking, and I had no alternative except to use my best judgment. 
But I have since reexamined the figures, and I see no reason to modify 
them. 

Mr, Caruson. Then it wouldn’t be possible to supply the criteria 
used for each of these groupings, but just the frequency count? 

Dr. Means. Beyond that, no. I think that that should be done by 
a Government agency with statistical resources. I am just by myself. 
[have no staff or anything to undertake such a detailed computation. 

I think it might well be something that the Joint Economic Com- 
mittee should undertake in its price and production investigation. 

Mr. Cartson. Thank you, Mr. Chairman. 

Chairman Dawson. Mr. Reuss, any other questions? 

Mr, Reuss. No; thank you, sir. 

Chairman Dawson. Thank you very much for a most interesting 
and helpful statement. 

Dr. Means. Thank you. 
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(The prepared statement of Dr. Means follows :) 


STATEMENT OF Dr. GARDINER C. MEANS, CONSULTING ECONOMIST 


Mr. Chairman and members of the committee, 2 weeks ago the New Yor 
Times carried a remarkable editorial entitled “An Aroused Reserve Board”! 
This editorial described the “extremely serious dilemma presented to the mone 
tary authorities” by the new type of inflation which has developed and has come 
to be referred to here in Washington as administrative inflation. The editorijg] 
points out that “general credit controls are too blunt an instrument for dealing 
with this type of price rise. If applied with sufficient vigor they can glow 
down the whole economy and produce widespread disemployment, thus creating 
the impression that the Federal Reserve Board was neglecting its responsibil. 
ties under the Employment Act of 1946.” Further the editorial says of the 
Board “that a point has certainly been reached when it finds itself forced into 
the position of ‘taking the rap’ for inflationary policies that are socially ang 
economically unsupportable, but with which it is not equipped to deal.” 

Two days before, the Washington Post had carried an editorial on the same 
subject under the title “The Price Issue Is Joined.” * This editorial said, “There 
is a growing consensus that present fiscal and monetary controls of the Govern. 
ment simply cannot cope with the administered price sector of the economy 
where concentrated industries like steel can, as they have shown, defy sagging 
demand, increase prices and profits, and thus seriously retard economic growth.” 
The editorial closed with the following words: 

“So the issue is joined. If the makers of steel and autos and other heavy 
manufacturing and the unions which serve these industries will now acknowledge 
their power, accept the social responsibility that goes with it and discharge it 
in the public interest, the American economy can avoid further regimentation 
and control. If they will not Congress and the administration will be under 
mounting pressure to devise effective restraints.” 

This revolution in economic thinking grows out of 2 years of hard work by 
the Senate Antitrust and Monopoly Subcommittee under the chairmanship of 
Senator Kefauver. In the first hearing held on July 9, 1957, Senator Kefauver 
said: 

“In opening these hearings on ‘Administered Prices,’ the Subcommittee on 
Antitrust and Monopoly is trying to come to grips with what is probably the 
Nation’s current No. 1 domestic economie problem—the problem of inflation. 
We are concerned particularly with the extent to which concentrated industries 
may contribute to this problem.” 

I do not need to summarize these hearings for you. It is all in the record— 
the testimony of leading independent economists who had studied the behavior 
of adniinistered prices and showed how in recent years the inflation in wholesale 
prices was largely in the concentrated industries and was a product of adminis- 
trative discretion, not a product of excess demand; the evidence in the steel and 
the automobile hearings which confirmed the diagnosis of the economists; and 
the more recent hearings in which the evidence was reviewed and attacks on 
the diagnosis were overborne. 

The evidence of these hearings can in large measure be summarized in a 
single chart. This chart, taken from the hearings, is marked “Chart IV” and is 
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included here on the next page. It shows the character of the inflation in the 
wholesale price index from 1953 to October 1958. Ech group of commodities 
included in the wholesale price index is represented by a column. The height 
of the column indicates the change in the price index for the specific group froy 
1953 to October 1958. Its width indicates the weight which the group carrieg 
in the wholesale index. And the area of each column represents the contribution 
each group made to the 8-percent increase in wholesale prices during the periog, 
The black columns represent commodities which are produced for the most part 
by concentrated industries in which price administration plays a major role. 
The light gray columns represent commodities, the bulk of which are market 
dominated. And the dark gray columns represent mixed groups with some 
market-dominated and some administration-dominated prices. 

As you can see from the chart, the great bulk of the wholesale price inflation 
was in the concentrated industries. Steel alone accounted for nearly a quarter 
of the rise in the index and the steel and steel-using industries accounted for 
two-thirds of the rise. Each of the administration-dominated groups rose gsyp. 
stantially. In contrast, the market-dominated groups rose little or actually fol 
in the same period. This is what is meant by an “administrative inflation,” 

Now this type of inflation is in complete contrast with the classical type of 
inflation such as we had after World War II and in the Korean war. Those 
inflations were “demand inflations” in which there was too much money chasing 
too few goods. Asa result of the excess demand, market-dominated prices rose 
first and most while administration-dominated prices lagged behind. Then, 
when there was no longer too much money chasing too few goods, market. 
dominated prices dropped back and administration-dominated prices continued 
to rise until a new balance of prices had been established. According to my 
analysis, this balanced condition had been reached by 1953. 

The importance of this distinction lies in the fact, now coming to be widely 
accepted, that while a tight-money policy may be able to control a demand in- 
filation, it cannot control an administrative inflation. It has become clear that 
limiting demand by a tight-money policy can create depression and unemploy- 
ment but administrative inflation continues. Thus, the steel industry last sun- 
mer raised its prices 3 percent in spite of the fact that its operations were down 
to 60 percent of capacity and in spite of the great price increases that had already 
occurred since 1953. 

Also, as I pointed out in my testimony of 2 weeks ago before Senator Kefauver’s 
committee, there is convincing evidence that there has not been demand inflation 
at any time in the last 6 years. The detailed evidence is available in my recent 
testimony, a copy of which I am filing with your committee. The key points in 
that testimony are as follows: (1) 1953 was a year of high employment without 
inflation as the President’s Economic Report for January 1954 makes abundantly 
clear, (2) in every year since 1953 unemployment has been practically a million 
or more greater than the 1.9 million unemployed in 1953, and (3) manufacturing 
capacity has expanded father than production since 1953. Thus at no time since 
1953 has demand been pressing on the labor supply or manufacturing capacity 
as hard as it did in 1953 when there was no inflationary pressure. 

This last is so important that I will introduce two charts to emphasize it. 
Chart 5 is derived from a chart in the President’s Economic Report for January 
1959 and shows indexes of manufacturing capacity—the smooth rising line— 
and manufacturing output—the fluctuating line. As you can see, at no time since 
1953 has production approached as close to capacity as in that year. The same 
is true of durable goods production and capacity as shown in chart 6. Not only 
have we not had demand inflation but we have not even had sufficient demand to 
maintain full employment. 
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CHART 5 


Manufacturing Capacity and Production 
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CHART 6 


OUTPUT OF DURABLE MANUFACTU 
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Finally, I want to emphasize the impotence of the Federal Reserve Board to 
control administrative inflation by introducing one final chart. The top line in 
chart 10 shows industrial production since 1953. The lower line, which moves by 


CHART 10 


Industrial Production, Discount Rate 


and Real Money Supply 
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steps, represents the rediscount rate of the New York Federal Reserve Bank 
which is a rough measure of the tightness of Federal Reserve policy. The third 
line represents the real stock of money outstanding (demand deposits and ey. 
rency adjusted for changes in consumer prices) and shows the effect of Reserye 
policy and price changes on the real money supply. As you can see, for most of 
the time since late 1955, there has been a tight money policy with a high discoyy 
rate; there has been a shrinkage in the real money supply; and there has beep 
a mild stagnation or depression in industrial output. Yet administrative inf. 
tion continued. Clearly the tight money policy was not successful in stopping 
administrative inflation. 

In this context of simultaneous administrative inflation and depression, Section 
2 of H.R. 4870 assumes great importance. 

Here I want to draw a very sharp distinction between the immediate problep 
of preventing administrative inflation so that monetary and fiscal measures ¢qp 
be used to bring about full employment and the more basic but not so immegj. 
ately pressing problem created by the pricing discretion in concentrated 
industries. 

The Senate Antitrust and Monopoly Committee is continuing its hearings op 
the latter subject and has not only disclosed the administrative character of the 
recent inflation but has made considerable progress on the more basic problem, 
But time will be required to work out a satisfactory solution, and whether the 
hearing function such as is authorized in the Reuss bill will enter into the soly. 
tion remains to be seen. 

However, for the immediate problem of achieving full employment without 
serious administrative inflation, I regard public price hearings and publication 
of the facts as having an important role to play. I would be very strongly 
against the adoption of price and wage controls except as a distant and last 
resort when other measures had failed. But public hearings on prospective or 
actual price increases (and where necessary wage increases) could serve a very 
useful purpose where there was serious danger that such increases would 
threaten the stability of the economy and impede economic recovery. I would 
not contemplate a large number of hearings in any one year, but I would expect 
that the relevant data on costs, wages, productivity, etc., would allow the public 
to distinguish between legitimate and nonlegitimate price increases and bring 
home to those in control in the concentrated industries the policies which would 
represent responsible behavior toward economic recovery. 

Also, I believe the effectiveness of such hearings could be reinforced if some 
of the joy in raising administered prices to increase profits were removed by 
adopting a graduated antiinflation tax. The evidence presented before the Senate 
Antitrust and Monopoly Committee makes it clear that the concentrated indus- 
tries are the chief source of administrative inflation. Therefore, an excess 
profits tax limited to the larger corporations, say those with assets over $100 
million, could be effective. Presumably it would only be operative for profits 
above an ample rate of return on capital and then would take an increasingly 
large proportion of the excess as the rate of return was higher. Such a tar 
would reinforce the effect of hearings on specific prices. It is quite possible that 
these two measures alone would be sufficient, along with the public education 
involved, to-prevent serious administrative inflation while monetary measures 
were used to expand demand to the extent required for full employment. 

Also the basie purpose of these measures could be strengthened by one adéi- 
tional action. At the present time there is a great ambiguity as to the respon- 
sibility of the Federal Reserve Board with respect to inflation. The Employment 
Act of 1946 places on the Board (as on other agencies of Government) respon- 
sibility to aim its policies at “maximum employment, production, and purchas- 
ing power.” Also it is generally accepted that there is an implicit direction 
to maintain price stability. Since the Board does have the powers which could 
prevent demand inflation and cannot control administrative inflation without 
creating excessive unemployment, the direction to aim at high employment and 
price stability involves some measure of contradiction. It would be possible 
to remove this contradition by a joint congressional resolution which— 

(1) Distinguished between demand and administrative inflation. 

(2) Absolved the Federal Reserve Board from responsibility for control- 
ling administrative inflation and reiterated its responsibility for aiming its 
policies toward achieving high employment and preventing demand inflation. 

(3) Accepted the responsibility of the Congress to find other ways to 
prevent serious administrative inflation. 


——— 
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With such a directive, the objectives of the Board would be clear, and, in my 
opinion, it could adopt policies which would bring about full employment without 
demand inflation while these other measures prevented serious administrative 
inflation. : ; ; 

Of course, an expansion of demand which reestablished full employment such 
as last existed in 1953 would involve some rise in market dominated prices. If 
the administrative dominated prices are held down, this inflation would bring 
market dominated prices more into line with administration dominated prices 
and would be a necessary cost in economic recovery. (The alternative of forcing 
down administration dominated prices to the necessary extent seems to me 
impractical. ) With little rise in administration dominated prices, the necessary 
reflation might involve as much as a 3-percent rise in the average of wholesale 
prices, but once recovery was complete, there need be no further rise, provided 
administrative inflation is prevented. I believe the Federal Reserve Board has 
ample powers for preventing such a reflation from crossing the line of full 
employment and becoming a demand inflation. 

With respect to the provisions of the proposed bill, I am not an expert in 
Government organization and do not feel competent to discuss just what agency 
should be made responsible for the new hearing function or what its powers 
should be. But there is one matter in the present draft which does fall within 
the field of my competence. 

The draft speaks of “price increases, proposed in industries,” etc. (p. 2, line 25, 
and p. 3, line 1). In practice, price changes in unregulated industries are 
seldom proposed in advance. On the other hand, it is often expected that price 
changes will occur before they do. One could broaden the language by substi- 
tuting “prospective” for “proposed.” Also, there may be situations in which a 
price change has already been made and needs to be investigated. This could 
be covered by adding “actual.” My suggestion is therefore, that this section 
should read “price increases, prospective or actual in industries, ete.” 

In closing I wish to say that I am not a perfectionist and do not expect that 
any set of measures short of price controls will entirely eliminate adminis- 
trative inflation but I do believe that the measures implicit in this bill would, 
if reinforced by measures such as an anti-inflation tax, go a long way to mini- 
mize administrative inflation and allow the Federal Reserve Board to reflate 
to the extent necessary for full employment. 


Chairman Dawson. The statement by Professor Early of the Uni- 
versity of Wisconsin, as well as that of the chamber of commerce of 
the United States, and that of the American Paper & Pulp Associa- 
tion and the New York Stock Exchange will appear in the record at 
this point. 

(The statements follow :) 

THE UNIVERSITY OF WISCONSIN, 
DEPARTMENT OF ECONOMICS, 
Madison, March 23, 1959. 
Hon. WILLIAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


Deak Mr. DAwson: I appreciate your invitation to appear before the subcom- 
mittee on Mr. Reuss’ bill, H.R. 4870. I am much in sympathy with the objec- 
tives of this bill, namely, to strengthen our governmental program for maintain- 
ing high employment and economic stability. I played a small role in the 
planning behind the original employment bill while employed with the Office of 
Price Administration and the Office of Economic Stabilization during World 
War II, and I have always felt the Employment Act is a landmark in American 
economic policy. I regret I am unable to be there to testify in person. 

I favor the change making the Government’s responsibility both for sustained 
economie growth and for avoiding serious inflation explicit in the Employment 
Act. I am, however, one who feels that the losses from underemployment are 
more grievous than those from any degree of inflation we are likely to have in 
this Nation, and that we must not sacrifice the larger objectives of full employ- 
ment and sustained growth for rigid price stabilization. 

I also agree that the President should be admonished to include in each year’s 
Economic Report quantitative targets of the levels of employment, production, 
and purchasing power that this country can and should attain, and to make 
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periodic supplementary or revised recommendations as to policies required 
satisfy the objectives of the act. to 
With respect to monetary and credit policies, I believe that the independen 
of the Federal Reserve System must be subject to the Federal Governments 
overriding responsibility under the Employment Act. The objectives of mone 
tary and credit policy should, in my view, be identical with those expressed in 
the Employment Act. Of course, monetary and credit management is a compler 
business, and the Federal Reserve authorities should have wide discretion jy 
choosing the timing and the means of pursuing the objectives of monetary and 
credit policy. This freedom should not, however, be used as an excuse for the 
President and his Council of Economic Advisors refraining from making recop. 
mendations as to specific target goals of production and employment, and indi- 
cating the general directions in which monetary and credit policy should be 
exercised in the light of their analysis of these goals. If necessary, there should 
be some new governmental machinery for insuring that the Government and its 
agencies, including the Federal Reserve System, followed concerted policies — 
On the question of the Council’s holding public hearings on important cages 
of price and wage increases in key industries, I find myself at present undecided 
There is no question but that rising prices under conditions of less than reason. 
ably full employment make it more difficult to attain maximum employment 
without danger of inflation. In general, I favor fact-finding inquiries, and the 
public dissemination of information on these issues. But I am not sure that 
-the Council itself can adequately perform this function, especially since it ig at. 
tached to the President’s Office and cannot operate independently of him. Per. 
haps another agency, or a new one created for the purpose, should be given an. 
thority to do so. However, I would want to consider this question at greater 
length before making definite recommendations. 
Sincerely yours, 
JAMES S. Ear.y, Professor of Economies. 





STATEMENT OF THE CHAMBER OF COMMERCE OF THE UNITED States 


The Chamber of Commerce of the United States strongly recommends that 
the Subcommittee on Executive and Legislative Reorganization of the Govern- 
ment Operations Committee disapprove H.R. 4870 (Reuss) and, instead, con- 
sider favorably certain other bills mentioned below. 

To the extent that H.R. 4870 is intended to clarify and strengthen the En- 
ployment Act of 1946 by making reasonable stability of the general price level 
an explicit goal of public policy along with other goals set forth in the act, we 
are sympathetic with its purpose. The amendments proposed by H.R. 4870, how- 
ever, go far beyond this simple purpose. They would, in fact, weaken the act 
and create basic inconsistencies in the act. For reasons outlined below we be 
lieve that H.R. 4870 is unwise legislation and not in the public interest. 

(1) H.R. 4870 would require the President to set forth his annual Economic 
Report “in quantitative terms, the levels of employment, production and pur- 
chasing power which he deems ‘maximum,’ and current and foreseeable trends.” 
At best this injunction is redundant and at worst it is repugnant. If and when 
the President fails to provide the information already required by the act, he 
should be criticized and requested to supply the Congress with needed informa- 
tion. No purpose is served by loading the act down with a repetitious post- 
script. If, however, H.R. 4870 is an attempt to compel the President to fix 
definite quantitative targets for major economic variables, it demands what is 
both impossible and unwise. In the nature of the case, neither the President, 
nor anyone else, can predict accurately future economic events. In such @ 
basic variable as labor force participation, unpredictable, short-run variations 
from long-run projections well illustrate the nature of the problem. Further- 
more, to set quantitative targets for aggressive variables—employment, prices, 
income and output—would require setting forth estimates of various components 
thereof, such as: consumer demand for durables, nondurables, and services, ete.; 
private investment in capitale equipment, plant, and housing; and Federal, 
State and local demands of government. Such a procedure would evoke contre 
versy among various groups as to the adequacy of their particular segment. 
During the years as various economic components deviated from the earlier 
targets, there would be great pressure for Government action to convert targets 
into reality. There is real danger that the targets would become an arbitrary 
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matrix into which Government would try to force the economy. Such procedures 
would inhibit economic growth and would not foster free competitive enterprise 
j y the act. 
so em to ask the President to base his report on a consistent set of 
assumptions or estimates allowing him considerable latitude in the range of what 
he considers overall reasonable expectations as to future trends. It is quite 
another to put him in an impossible political and economic situation. It should 
be remembered that his forecasts themselves influence the course of economic 
events, and further, that political strategy would force any administration to 
tilt official economic projections to political exigencies. We need less of this 
ing, not more. 
ety 4870 inserts the goal of reasonable price-level stability as a 
parenthetical clarification of the term “maximum purchasing power.” There 
would be no objection to this method of amendment if the insert were made at 
the proper place in section 2 of the act as it now stands. sut the language “In- 
cluding the concept of reasonable price stability is unclear if not misleading. 

Price stability is not only undesirable, it is impossible in a free market 
economy. Individual prices should change freely to perform essential economic 
functions. What we desire is reasonable stability of the general price level, 
especially of general average of consumer prices. A more general expression 
would be “reasonable stability of the value (or generalized purchasing power) 
of the dollar.” 

(3) H.R. 4870 also inserts the “concept of sustained economic growth” as an 
explicit policy goal. Economic growth is widely accepted as one of the implicit 
goals covered by the term “maximum production.” We do not object to making 
economic growth an explicit goal of the act, but we do object to the wording used 
in this bill. Sustained growth will all too often be interpreted as uninterrupted 
growth. The course of economic growth in a free economy is by nature uneven 
and cannot be sustained at constant rates. We must expect, and not be dis- 
turbed by fluctuations in the rate of growth (however growth is defined). Such 
fluctuations are necessary for a viable free economy. 

The most we can legitimately set as a policy goal is orderly economic growth— 
avoidance of both chaotic inflationary growth splurges and mass unemployment. 

(4) H.R. 4870 requires that the President spell out the monetary and credit 
policies in the analysis and recommendations of his report. It even contains the 
curiously naive provision requiring the President to report to Congress when 
“the Federal agency directly responsible for execution of monetary and credit 
policy” disagrees with his monetary program and recommendations. 

Without question, monetary and credit policies are an important weapon for 
achieving economic stability, especially for damping down inflation. Without 
question, too, monetary and credit policies must work in harmony with other 
stabilization weapons such as fiscal policy. 

Effective monetary and credit policies, of course, must entail some delegation 
of clearly defined discretionary authority to the central banking authority. In 
this sense, the Federal Reserve System must be insulated in part from day-to- 
day outside pressures. While informal consultation between Federal Reserve 
and executive branch officials is desirable, public comment must obviously be 
limited to overall policy. Specific monetary and credit measures—specific open 
market operations, for example—are not susceptible to public discussion in 
advance. 

Nevertheless, we agree that the programs and recommendations of the Presi- 
dent and Council of Economic Advisers must deal with monetary and credit 
policies. Programs and proposals in other fields cannot be intelligently dis- 
cussed without making some assumption about what monetary and credit policies 
will be pursued. The economic reports of the last few years have been justly 
criticized for inadequate attention to monetary and credit policies. 

However, it would not be appropriate to include specific reference to “mone- 
tary and credit policies” in the Employment Act, as proposed by H.R. 4870. The 
Employment Act does not and cannot list all the means for achieving its objec- 
tives. Rather, the Employment Act states the objectives of Federal economic 
poliey and provides certain machinery which would not otherwise have legisla- 
tive authorization (the Joint Economic Committee, the Council of Economic 
Advisers, and the annual Economic Report). 

_ If it were desirable to list all the stabilization weapons available for use in 
implementing the objectives of the Employment Act, then the list would have 
to be extended at great length. Different situations require different combina- 
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tions of policy—expenditure, debt, monetary, tax, loans, and guarantees of all 
kinds, antitrust, labor law, international commercial policy, and many others 
Surely, monetary and credit policy is no different in this regard from other Means 
of implementing the act’s goals. 

The Joint Economic Committee now issues regular reports (required in sec 
5(b) (3) of the act). These reports may and have commented on the administra. 
tions’ reluctance to discuss monetary and credit policies. This is wholly appro. 
priate. But it is wholly inappropriate to single out this one area for mention in 
the act itself. 

The provision requiring the President to report “disagreements” is unrealistic 
and unworkable. The monetary policy of the country is not set by one Federaj 
agency. It is an amalgam of the policies and activities of many public Agencies 
Treasury operations, for example, are just as important in a monetary senge - 
Federal Reserve activities. Possible disagreements cannot be spelled out in 
advance. They must be ironed out by informal consultation in light of current 
developments. Furthermore, how would the President know about unvoiced dis. 
agreements or mental reservations? Would he use relevation, psychoanalysis, or 
brainwashing to secure information necessary for the submission of the reports 
called for by H.R. 4870? ° 

If better coordination of monetary and fiscal policies is intended, H.R. 4870 jg 
indeed a most strange and abortive means to accomplish this purpose. 

(5) Finally, H.R. 4870 would require the Council of Economic Advisers ty 
hold public hearings concerning (a) proposed price increases “in industries 
where most of the output is produced by relatively few firms which price jp. 
creases appear to threaten economic stability,” and (b) “wage increases where 
firm proposing such price increases declares such wage increases to be the cause 
of the price increases.”” The Council would be required to issue factual sum. 
maries of such hearings, and, when deemed advisable, to issue advisory state 
ments. 

This section of the bill is not merely inappropriate. It is basically unsound. 
It would pervert the advisory function of the Council and assign it an impossible 
task. Quite apart from the administrative and functional problems involved, it is 
inconsistent with the other provisions of the Employment Act and is a denial 
of the basic principles on which a free market economy operates. 

Price control by price surveillance is still price control. In a free market 
economy individual prices and wages must be free to move up and down to 
reflect relative scarcities, shifts in demand, and new technology, and to perform 
essential functions of rationing and resouree allocation. Furthermore, there are 
simply no economic or statistical criteria by which to determine whether particu. 
lar price or wage increases are consistent with stability of the general price 
level. This would, in large part, be determined by which happens to other prices 
and wages. And even if particular price or wage increases did appear to 
contribute to inflation in a statistical sense, what then? They would not 
necessarily be the cause of inflation, and they still might be the economically 
“correct” changes in terms of the “proper” relative price structure. 

To transfer individual price-wage decisions from impersonal markets to the 
political arena would signal the end of consumer sovereignty and economic free- 
dom. Controlling one set of prices or wages will affect others in an interde 
pendent economy, often in unforeseen and devious ways. Price control necessar- 
ily must spread and become cost control until finally the complete process of 
income determination and resource allocations must be taken into Government 
hands. The most charitable interpretation of this section of the bill is that its 
sponsor did not realize the implications of his proposal. 

It should be further pointed out that H.R. 4870 would be the death knell of 
the Council of Economic Advisers—not only because it would pervert its fune- 
tion from advising the President to being a sort of economic police body, but 
because no competent economist would consent to taking on such a clearly impos 
sible task. In short, H.R. 4870 seems well calculated to wreck the Employment 
Act of 1946 and rob the Government of competent economic counsel. 

In conclusion, we would point out that there are several bills which have been 
introduced and referred to this committee which would accomplish what is 
necessary and appropriate in clarifying the objectives of the Employment Act 
of 1946. H.R. 717 and H.R. 2772 introftuced by Representatives Bennett of 
Florida and Judd, respectively, would accomplish the generally agreed upol 
purpose of making reasonable price level stability one of the explicit goals of the 
act. We would also support a later substitute bill introduced by Representative 
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Bennett of Florida, H.R. 5658. H.R. 3317 introduced by Representative Johnson 
of Colorado, and similar bills by Representatives Hechler (H.R. 5503) and Oster- 
tag (H.R. 5552) are direct and simple They seem admirably designed to accom- 
plish the desired amendment, and, therefore, received our firm support. In short, 
we urge this committee to reject H.R. 4870 and instead to consider favorably 
other deserving measures which would appropriately carry out the President’s 
recommendation made in his January 1959 Economic Report. Appended hereto 
is the official chamber policy, upon which this statement is based. This policy 
was approved by members of the chamber at the annual meeting in 1958. 


PoLicy DECLARATION (1958) 


Adopted by members of the Chamber of Commerce of the United States of 
7 America 


ECONOMIC STABILITY 


Under the declaration of policy of the Employment Act, the Federal Govern- 
ment is committed to the encouragement of policies which will help industry to 
promote high levels of employment, production, and purchasing power with due 
regard to its other obligations, essential considerations of national policy, and the 
encouragement of economic progress. The Employment Act’s declaration of 
policy should be modified so that the objectives of Federal economic policy are 
pursued by means that do not depreciate the purchasing power of the dollar and 
lead to inflation. 

A Federal Reserve System, independent of the executive branch of Govern- 
ment, can do much, within the area of its function, to maintain prosperity and 
the stability of the general price level. There are no simple rigid rules for 
the development of sound credit policies in all circumstances. Attempts to re- 
quire the Federal Reserve authorities by legislation to base credit policy on the 
behavior of specific criteria, as for example, interest rates, foreign exchange 
rates, gold movements, specific index numbers of prices, or of the level of 
employment, should be resisted. For reasonable economic stability and eco- 
nomie progress, reliance must be placed on the good judgment, integrity, and 
broad perspective of the Federal Reserve authorities, guided by the experience 
and high traditions which the System has developed through the years since it 
was established. 

High levels of Government expenditure and taxation make it inevitable that 
fiseal policy will influence the national economy for good or ill. Overall fiscal 
policy should be evaluated not only on the merits of particular appropriations 
and tax proposals, but also in terms of its impact upon the prosperity of the 
Nation. Insofar as may be consistent with other essential objectives of Govern- 
ment, fiscal policy should be coordinated with and should support sound policies 
in the fields of banking and credit. 

General public policy must avoid fostering or perpetuating price and cost 
rigidities which may sow the seeds of future instability and distress. The deter- 
mination of wage rates should be left to employees and employers concerned. 
Employees and employers should recognize that, directly and indirectly, unsound 
wage and price policies may contribute to economic instability and, thereby 
jeopardize mutual self-interest and the general welfare. 

Policies affecting international monetary transactions, trade, and investment 
should be formulated in terms of the long-run national interest with due regard 
to the broader aspects of international relations and national defense. Con- 
sistency and stability in these areas should not be sacrificed for the apparently 
immediate contributions to economic stability which might be obtained from 
fluctuating policies. 


AMERICAN PAPER & PULP ASSOCIATION, 
New York, N.Y., March 24, 1959. 
Hon. Writ1am L. Dawson, 
Chairman, Committee on Government Operations, Subcommittee on Erecutive 
and Legislative Reorganization, House of Representatives, Washington, D.C. 
Deak Mr. Dawson: We are enclosing 75 copies of a statement by our associa- 
tion, concerning H.R. 4870 and related bills. 
We trust that the views expressed will be given serious consideration by you 
and the other members of the Subcommittee on Executive and Legislative Re- 
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organization and the full Committee on Government Operations. It would hp 
appreciated if you would undertake to have copies of this statement made avail. 
able to them, and also to include it in the printed record of the hearings on this 
important matter. 
Very truly yours, 
W. K. Brew, 
Assistant Berecutive Secretary, 


STATEMENT OF THE AMERICAN PAPER & PULP ASSOCIATION, NEW York, N.Y. 


This statement is being submitted in lieu of personal appearance by the Amer. 
ican Paper & Pulp Association, with respect to H.R. 4870 and related bills. 

The American Paper & Pulp Association is the overall national association of 
the pulp and paper industry. It is a federated association comprised of 33 
divisions and speaks on behalf of 864 pulp and paper mills located in 42 States. 
Inasmuch as the American Paper & Pulp Association has not heretofore filed g 
statement or appeared by a representative before the Subcommittee on Executive 
and Legislative Reorganization of the House Committee on Government Opera. 
tions, it would seem appropriate to emphasize the nature and importance of the 
pulp and paper industry in the United States and its economy. There are 
approximately 550,000 employees in the paper and allied products industry, 
Wages and salaries paid in this industry exceed $214 billion annually. Sales of 
paper and allied products for 1958 amounted to $11 billion ; well over $400 million 
are paid in Federal taxes. The State and local tax bill of the industry is $2 
million. Over the past 13 years, companies in the industry have expended more 
than $5% billion in capital expenditures for new products and equipment. The 
pulp and paper industry is a growing industry vitally concerned with technolog. 
ical progress and the development of new products and uses of existing products 
for the benefit of the consuming public. There are many small companies, as 
well as medium and large size corporations in the industry, and more than 2 
million dependents of employees look to the industry for their welfare. The 
American Paper & Pulp Association, its members, and companies in the industry 
are vitally concerned not only with preserving the integrity of the free private 
enterprise system under which our great Nation has flourished for more than 
175 years but also are greatly concerned with any and all legislation which in the 
carefully considered judgment of competent people in the industry would seem 
to pose a threat to our economy and the principles under which it has grown 
and flourished. 

We have carefully reviewed and are opposed to H.R. 4870 which is now being 
considered by the Subcommittee on Executive and Legislative Reorganization. 
This bill, according to its statement of purpose would “amend the Employment 
Act of 1946 to provide for its more effective administration and * * * bring to 
bear an informed public opinion upon price and wage increases which threaten 
economic stability.” Section 2 of H.R. 4870 would add an additional subsection 
(c) (6) to section 4(c) of the Employment Act of 1946 and require the Council 
of Economic Advisers to hold public hearings concerning price increases pro- 
posed in industries where most of the output is produced by relatively few con- 
cerns Which appear to increase the threat of economic stability and wage 
increases where the firm proposing such price increases declares such wage 
increases to be a cause of the price increases. In addition, the Council would 
be required to issue individual summaries of such hearings and to issue advisory 
statements, if it should deem it advisable. 

The American Paper & Pulp Association is basically opposed to section 2 of 
H.R. 4870 for the following reasons: 

(1) The principle of price notification and justification, whether before or 
after the fact, is contrary to the free private enterprise system and would 
represent an unwarranted invasion by Government in an area which is of no 
legitimate concern to Government, other than a violation of the antitrust laws. 

(2) Factors which any manufacturer must bear in mind in determining his 
price or prices include the cost not only of raw material but also of such impor- 
tant other ingredients as labor, transportation, distribution, etc. 

(3) In a free eompetitive economy the law of supply and demand must govern. 
If a price is not realistic insofar as customers are concerned, there will be a drop 
in demard; and if a manufacturer wishes to sell his product, there will have to 
be an adjustment. On the other hand, if a manufacturer fails to price realis- 
tically, taking into account the requirements of the marketplace, he is likely 
to sell his product or products at a price or prices without due regard to his 
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responsibilities to make a profit. This is a serious responsibility, considering 
the primary interest not only of his stockholders’ and employees needs but also 
of the Federal and State Governments which rely on his profitmaking ability 
to provide the wherewithal by taxes to enable these governments to operate. 

(4) Section 2 of H.R. 4870 refers to the term “industries” but at no place 
in the bill is any attempt made to define this rather nebuious word. Certainly 
in the pulp and paper industry there is no concentration. — How can there be 
where you have roughly 500 companies vigorously competing one against the 
other for the business which is available, and indeed the largest company in 
the industry produces no more than 9 percent of the total output of the paper 
and paperboard industry. é ieee 

(5) The greatest threat to economic stability which is presumably the matter 
of concern justifying the introduction of H.R. 4870 is not the relatively few price 
increases which have been made from time to time in various Sections of our 
economy, but rather the growth of governmental expenditures which has resulted 
in continued inflation and necessitated the few increases that companies in our 
economy have been able to make. lee ae : ; 

(6) Obviously when a company makes a price increase it is doing so in order 
to insure a fair return on investment and bring about profitable operations, 
which it must do to survive. 

(7) Finally, the enactment of H.R. 4870 or a related bill would substantially 
increase the costs of doing business. It would foster more bureaucracy in Gov- 
ernment and slow up the functions normally found in the free competitive enter- 
prise system. 

We therefore respectfully request that this subcommittee take no action on 
H.R. 4870 and related bills and that they be not reported from the subcommittee. 

Respectfully submitted. 

Rosert E. O’Connor, 
Executive Secretary. 


New York Stock ExcHANGE, 
New York, N.Y., March 81, 1959. 
Hon. Byron L. JOHNSON, 
House of Representatives, Washington, D.C. 

Dear Mr. JOHNSON : Thank you for sending me a copy of your bill—H.R. 3317— 
toamend the Employment Act of 1946. 

I think your proposal to couple the concept of stable price levels with the goal 
of promoting maximum employment, production, and purchasing power is very 
sound. I hope Congress will go on record as you have suggested and that any 
such change in its declaration of policy will receive broad publicity. 

The importance of this kind of basic commitment by Congress cannot be 
overemphasized. 

Sincerely, 
G. KEITH FuNSTON. 


Chairman Dawson. That will be all for today. 
(Whereupon, at 12 :30 p.m., the subcommittee adjourned. ) 














(To 


AMENDING THE EMPLOYMENT ACT OF 1946 


(To Include Recommendations on Monetary and Credit Policies 
and Hearings on Proposed Price and Wage Increases) 


THURSDAY, MARCH 26, 1959 


House or REPRESENTATIVES, 
EXECUTIVE AND LEGISLATIVE 
REORGANIZATION SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., Hon. William L. Dawson (chair- 
man) presiding. ne 

Present : Representatives Dawson, Fascell, Reuss, and Smith. 

Also present: Elmer W. Henderson, counsel; Phineas Indritz, 
counsel; J. P. Carlson, minority counsel; and Lawrence Redmond, 
clerk. 

Chairman Dawson. The subcommittee will kindly come to order. 

The others will be here shortly, but I think we ought to start with 
the testimony. 

Congressman, I believe you had a statement you wished to make at 
this time ? 

Mr. Reuss. Yes. It will be very brief. 

At the hearing yesterday on H.R. 4870, reference was made to the 
letter of Dr. Saulnier of the Council of Economic Advisers, in which 
he stated the objection presumably of the administration to section 2 
of the bill, that is, the section having to do with hearings on prices 
and wages as involving the Council of Economic Advisers in some- 
thing it ought not to be doing. 

With that objection in mind, and in consultation with Mr. Hender- 
son and Mr. Indritz of the staff, I have prepared for the committee’s 
consideration an alternative version of section 2 which, instead of ask- 
ing the Council of Economic Advisers to hold these hearings, would 
place the duty directly on the President, acting through whatever 
agency he wished. 

The language is identical to the present language, but instead of 
the Council, it puts the duty on the President. 

I would simply like to put that language before your subcommittee, 
Mr. Chairman, so that in its deliberations on this bill it can consider it. 

As far as I am concerned, this language, of placing the duty directly 
on the President rather than on the Council of Economic Advisers, 
would be at least as good as the present version, and perhaps better, 
and would be completely acceptable. 
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(The amendments proposed by Congressman Reuss to H.R. 4879 
follow:) 


Page 1, line 3: Change “(15 U.S.C. 1023)” to “(60 Stat. 23; 15 U.S.C. 19 
et seq.), as amended,”. i 

Pages 2 and 3: Delete all of section 2, beginning on page 2, line 22, and 
substitute the following: 

“Seo. 2. The Employment Act of 1946 is amended by adding a new section 7 
as follows: 

“ «Sec. 7. The President, directly or through any Federal agency he designates 
shall hold public hearings, with respect to industries where most of the output 
is produced by relatively few firms, concerning (a) price increases, prospectiye 
or actual, which in his judgment appear to threaten economic Stability, ang 
(b) wage increases, prospective or actual, which the firm involved declares to be 
a cause of the price increases specified in clause (a) of this section. He ghaj 
issue factual summaries of such hearings, and, where he deems it advisable, isgye 
advisory statements.’ ” 

Mr. Fascetxi. May I inquire before he leaves, Mr. Chairman? 

Would this amendment give the President the wherewithal to carry 
out the thought he expressed this morning that he would intervene jy 
the matter of the steel companies and the wage matters coming up 
shortly, whereas, at the present time he might not have such an 
instrumentality ? 

Mr. Reuss. That is precisely so. It would not only give him the 
_— and duty of doing it, but indicate that Congress approves of 

is stand; that he does not have to stand by like a Pontius Pilate, 
This would be similar in nature to resolutions, Mr. Fascell, which your 
Foreign Affairs Committee has in times past reported out, where 
there is no doubt that the President could act on his own, but where 
a congressional approval is considered very helpful. | 

Mr. Fascexu. Since he has already expressed himself that he has 
the intention to intervene if necessary if something isn’t done, this 
would merely be an expression of Congress that we are supporting 
him in his endeavor. x 

Mr. Reuss. That is right. And you will note, Mr. Fascell, in the 
draft which has just been passed around, that the President is di- 
rected to hold public hearings only where in his judgment the price 
increase or the associated wage increase appears to threaten economic 
stability. In other words, he would first have to make the judgment 
that it is a dangerous price or wage increase. 

Mr. Fascert. Mr. Chairman, I would like for the staff to obtain 
a copy of the President’s statement on this matter that he is supposed 
to have made, and have it inserted in the record at this point. 

Chairman Dawson. Thank you. 

That will be done. 

(The pertinent excerpts from President Eisenhower's press con- 
ference of Wednesday, March 25, 1959, as quoted in the Washington 
Post and Times Herald of March 26, 1959, page A—19, follow:) 

Question. (Don Oberdorfer, Knight Newspapers). Mr. President, the workers 
in the steel mills are already tightening their belts for what seems to be—seems 
to them to be an inevitable steel strike this summer. 

Isn’t there anything that the public or the Government or you, yourself, can 
do to head off this new injection of price-wage inflation, and do you have any 
plans along this line? 

The PRESIDENT. Well, I think you know that some time ago I appointed a very 
high-ranking Cabinet committee to study all of these matters of inflation and 
of the expansion of our economy without inflation, a sound dollar, and so 02, 
and they have been studying very earnestly. 
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Now, I have to make it clear that it has been the policy of this Government 
to keep outside the business of collective bargaining, and not to inject itself 
into that process, so far as any specific recommendation is made. 

But over and over again I have said, with all the emphasis I can, that hereisa 

place, if the United States is to go ahead economically, continue to go ahead, 
here is a place where labor and management must show statesmanship on both 
sides. ; , 
And frankly, I would expect, as a measure of their statesmanship, to see 
whether that—it can be brought about, between, in their argument, that what- 
ever it is, that there be no advancement in the price of the commodity the public 
has to pay. : ‘ : ‘ : , 

And the reason that I say this so emphatically is this: While this is a matter 
between the steelworkers and the steel companies, the whole public is affected 
by everything they do, and it would be completely outside of—out of character 
for me to pretend to ignore it and wash my hands, like Pontius Pilate—I don’t 
mean to do that. 

But I do mean to say, if we are going to retain the methods and the pro- 
cedures that belong properly in a free economy, they must do it, and they must 
do it in such a way that the price is not compelled to go up. 

* * * * - * * 


Question. (John Herling, Editors Syndicate). Mr. President, in view of the 
continuing high level of unemployment, despite our strong industrial comeback, 
what obligations, sir, executive and legislative, do you believe fall upon the 
Federal Government to cope with such employment, which is of course very 
acute in some areas at the present time. 

The PRESIDENT. Well, you are talking, I suppose, about the effects of increased 
mechanization and automation. I had a Governor come in to see me the other 
day. He stated this—he told a number of coal miners that were now laid off 
from the peak level of employment, and he was told that with methods now used, 
you could get back to peak production with the employment in his State only 
of an additional 2,000 people. 

This is a problem that is going to take all the best brains that there are. But 
1am quite sure that just arbitrary political action from the Federal Government 
is not going to do it. 

‘* * * * * * + 

Chairman Dawson. Have you finished ? 

Mr. Reuss. Thank you, Mr. Chairman. 

Chairman Dawson. Any other questions? 

Mr. Smith? 

Mr. Surry. No questions. 

Chairman Dawson. We have with us Mr. Leon Keyserling, former 

: : q ; 5) 
Chairman of the Board of Economic Advisers. 


Mr. Keyserling has been with us before, and we are certainly happy 
to have him with us at this time. 
Mr. Keyserling. 





STATEMENT OF LEON H. KEYSERLING, CONSULTING ECONOMIST, 
FORMER CHAIRMAN, COUNCIL OF ECONOMIC ADVISERS 


Mr. Keysertinc. Mr. Chairman, and members of the committee, 
I want to begin by commending Congressman Reuss for focusing at- 
tention in this bill upon an enormously important problem. In fact, 
I think the problem is far more important than one can gather 
merely by looking at the provisions of the bill. I want to say at the 
outset that I am in favor of a good part of the bill, have some reser- 
vations as to some portions of it, but am heartily in accord with its 
objectives. 

also feel that the committee is to be commended for paying so 
much attention to this matter, for I recall the hearings of last year. 
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Now, the reason why the whole problem is so important goes 
beyond the language of the introductory part of the bill, which talks 
about bringing an informed public attention to bear upon price and 
wage increases. In fact, I think that this introductory language far 
understates the importance of the measure. For we in the United 
States are now in great economic difficulty; we are not meeting the 
totalitarian challenge to our strength, either economically or mili. 
tarily ; we are not reducing the level of unemployment, despite some 
increases in production and sales; and we are not facing up to the 
long-term fact that our economy has not been yielding a rate of 
growth in accord with its technology and its science and its overall 
potentials. Indeed, this low growth rate explains the high unem- 
ployment of plant and manpower. 

The Employment Act of 1946 was a rather sophisticated bit of 
legislation, and I am using that term “sophisticated” in a lauditory 
sense. It recognized that if a nation is to deal in a satisfactory 
manner with its economic problems, it must look at the economy as 
a whole. It must relate the functioning parts to the whole. And it 
must distinguish between ends and means, although in a free society 
we value both. ; 

In other words, before there was any Employment Act of 1946, 
and before there was any Council of Economic Advisers, the Govern- 
ment had adequate facilities to deal with segmental aspects of eco- 
nomic policy. Putting aside the Congress for a moment, it had a 
Treasury Department to administer taxation, and to make recommen- 
dations on taxation. It had a Federal Reserve Board to deal with 
aspects of monetary policy. It had large numbers of other agencies 
to deal with economic regulation. It had many agencies dealing 
with various types of Federal spending, spending for agriculture, 
spending for the public welfare. Thus, the Government had not 
only an adequacy but a plethora of generals, each giving advice to 
the President, each talking to the public, and each making recommen- 
dations to the Congress on segmental aspects of economic policy. 

But Napoleon was once faced by two enemy generals, and one of his 
marshals said to him, “You are all right, because one good general 
is better than two bad generals.” 

And Napoleon said, “Oh, no, I am all right because even one bad 
general is better than two good generals.” 

The Employment Act of 1946 was responsive to the idea that a 
great nation faced with great responsibilities needed a coordinated 
und integrated economic policy; needed an economic general staff; 
a Presidential economic report which integrated the various aspects, 
which reconciled them, which separated objectives from the means of 
obtaining these objectives, and which gave to the Joint Economic 
Committee of the Congress and, through it, to other committees of 
the Congress, an opportunity to see a consistent integrated thought- 
through economic program for the Government as a whole. 

This was a tremendous undertaking, and potentially a most useful 
one. And the need for fulfilling that undertaking has become ever 
more important, not only because of our domestic situation, but also 
because we are confronted by a powerful adversary, or a powerful 
galaxy of adversaries, which, through brutal means which we neither 
accept nor applaud, is able to develop a highly integrated, highly con- 
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centrated, and highly planned, striking force, both militarily and 
ically. 
Today, mee are some people who say that a free system shouldn’t 
have that kind of discipline, that a free system will destroy itself if 
it tries todo so. If this means that a free system should not be totali- 
tarian, if it means that we should not have central planning in the 
sense of the totalitarians, then I agree completely. But if it means 
that we can compete with the totalitarians while being entirely aim- 
less, while being entirely at, cross-purposes, while not fulfilling the 
basic purposes of the Employment Act, then I disagree completely. 

Would you prefer that I interrupt and allow the next witness to 

roceed yd, 

Chairman Dawson. No, sir; continue. 

Mr. Keyser.ine. I was just saying, Congressman Judd, that while 
I do not believe that a free society should ape the methods of the 
totalitarians, neither do I believe that a free society which does not 
marshal the strength of the people in the long-range purposeful man- 
ner intended by the Employment Act of 1946 can possibly compete 
successfully with the militant, brutal organizing power of the totali- 
tarian states. 

So the Employment Act gives us a tremendous opportunity, under 
the methods of freedom, to compete successfully with the methods 
ofslavery. But in order for the Employment Act to do that, the Em- 

loyment Act has got to be honored, and not honored in the breach. 

I had a hard enough time, when I was on the Council of Economic 
Advisers, to get many influential people to realize fully what the 
Employment Act meant, because it was a departure from old and 
hoary traditions. And in more recent years, the Employment Act 
has been honored more in the breach than in the observance, and 
therefore there has not been presented to the Congress and to the 


‘people an integrated, consistent economic program. 


he essence of an integrated, consistent economic program is very 
simple. You have to distinguish between ends and means, and then 
you have to apply honorable means to the ends sought. 

The three basic ends of any economy are very simply, first to get 
maximum production and maximum economic growth. 

All this means is that, throughout history, every economic society 
has become stronger as it has increased production per capita. This 
is why an industrialized society is ahead of a nonindustrialized society, 
why a developed society is ahead of an undeveloped society, and why 
we are still ahead of the whole world although we are losing ground. 

That is objective No. 1, and that is recognized by the maximum 
production policy of the Employment Act. 

Of course, this means growth, because with a growing technology 
and population, maximum employment and maximum production 
mean more and more from year to year. 

The second objective of any economic society is to meet the priori- 
ties of its needs. In other words, it doesn’t do you any good to get 
more gadgets if you don’t get the national defense you need, and if 
you don’t get the schools you need. 

A free nation has to decide upon its priorities, and the Federal 
budget is one of the ways of identifying the priorities of the Nation. 

Third, there is the objective of economic justice. I won’t attempt 
to define that. But the American people know what it means. 
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We don’t want a society that is merely productive, and mer 
and merely prevents mass unemployment. We also w 
that is just. 

Now, these are the three great basic purposes of any economic go. 
ciety, and certainly of ours. 

Prices, wages, profits, investment, consumption, monetary policy 
taxation, spending policy, borrowing policy, the national debt, are 
all means toward the attainment of these three great objectives, 

We only get confusion if we erect a means to the level of import 
of an end. 

To illustrate, take prices. I happen to disagree with Professop 
Slichter, for I believe that a reasonable price level is desirable and 
attainable. But why? It is desirable only because it contributes to 
sustained economic growth, works against interruption of that growth 
by recessions, or because it contributes to economic justice and does 
not permit a part of the population to be fleeced by other parts through 
a price inflation which distorts the structure and helps some while it 
hurts others. 

Yet, as a nation, we have reached the point where we discuss 
prices, profits, wages, taxes, and the national debt as ends in 
themselves. 

The economists debate about whether we should have a budget 
surplus or budget deficit, without relating it to the basic objectives 
of the economy. The business economists and the labor economists 
and the academic economists debate before your committee and else- 
where about whether prices rose faster than wages or wages rose faster 
than prices, or whether both of them rose too fast, or whether both 
of them should have stood still. 

This is a useless debate unless it gets to the real issue of how price 
and wage trends affect employment, production, economic justice, and 
the balance between investment and consumption which in my judg- 
ment is the ultimate test of whether our economy does well or falls 
backward into recession because consumption lags behind investment, 
or moves into a truly classical inflationary situation because consump- 
tion runs ahead of investment. 

In terms of this analysis, where does the problem of inflation come 
in? The problem of inflation in recent years has been discussed as 
a sort of bogey scareman, without very much reference to these other 
problems. 

Some assume that a stable price level is the ultimate desideratum. 
Maybe it is, and maybe it isn’t It is interesting to note that the 
greatest economic crash we ever had, beginning in 1929, was preceded 
by 7 years of one of the most stable price levels we had ever had in 
the United States. The only prices that changed greatly were farm 
prices, and they went down. Yet economists still repeat before com- 
mittees and elsewhere the abracadabra that, if you have price rises, 
you are going to have a depression. 

What causes a depression, what causes unemployment, what causes 
social injustice, is not the absolute trends in prices and wages or profits, 
but the relationships among them. You may get a better relationship 
with prices rising than with prices falling. You may get a better 
relationship with prices falling than with prices rising. And what 
is the meaning of price stability when it represents a deflation of the 
farm population of 20 million people accompanied by price rises else 
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where? Yet, by price stability we always mean some kind of average, 
even if we divide it into wholesale, retail, and industrial; we certainly 
don’t mean stability of every price. : ; . 

The next point I want to make about the inflationary problem is 
this: af 

If we go back over a period of 30 years—and I have a very interest- 
ing chart on that subject—and exclude the period of World War II, 
reconversion from wartime, and the Korean war, the economy over the 
last 30 years has exhibited amazing price stability. In other words, 
we have had inflation due to war. Now, if we are going to have an- 
other war, We are going to have a lot more inflation. But the erection 
of price stability to the prime priority of total American economic 
policy, based upon the idea that because the dollar has been cut in half 
during the last 20 years it is likely to be cut in half again in the next 20 
year's, is absolute nonsense. 

The dollar was cut in half by fighting World War I, by reconvert- 
ing from World War LI, and by fighting the Korean war, If we get 
into another war, we will have much more important things to worry 
about than the value of the dollar. But aside from these periods, 
the American economy has exhibited remarkable price stability, and 
the conclusion to be drawn from this is that the problem of inflation is 
not of such transcendant importance as to squeeze out of the picture a 
proper attention to other greal economic problems. 

The really great economic problems of today and the foreseeable 
future are, first, that we are wasting our manpower and plant at a 
time when we need to use them. We have much too high a level of 
unemployment. We have much too high a level of unusued plant 
capacity. This has cost us, over a period of 6 years, $150 billion in real 
wealth. It has cost the Federal Government $25 to $30 billion in 
forfeited tax revenues. It is responsible for the horrible financial 
plight of the States and localities. It has rendered the Federal Gov- 
ernment unwilling to meet the great needs of the cold war and our 
domestic public needs. Despite a deficit of $13 billion, we are still not 
meeting these needs, because you can’t extract blood from a turnip, 
and no nation over a period of years can afford to waste $150 billion 
in production and have 10 million man-years of unnecessary idleness 
through a low rate of economic growth, and still be able to meet its 
problems of need adequately. 

Problem No. 2 is that we ought to be getting more of our expendi- 
tures into the public programs we need most. As a nation, we are 
sacrificing the things we need most. This includes national security. 
Itincludes schools and education and many other things. 

Of course, I disagree profoundly with the theory that the way 
to meet these needs is to take the national production pie of the cur- 
rent size and merely to divide it in new ways. 

I think the proper way is to use the skills of the American people 
and their Government to make a bigger production pie every year, 
as the new technology permits us todo. ‘Then we can meet our needs 
with the help of growth. 

The third problem is economic justice. We still have iillions 
of families in the United States—in fact, a quarter of them—who have 
Incomes of less than the minimum standards required for a decent 
living. This is not because we don’t have the productive power. It 
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is because we are not calling it forth, and it is also because we are 
adopting regressive economic policies, such as the tight money policy 
which has redistributed income in the wrong direction, done nothing 
to promote economic growth, fought full employment and full pro. 
duction, and been inflationary to boot. 

The reason why I have made this long statement is to try to gg 
these things in perspective, so that we can get a clear impression of 
what the Employment Act is really for. 

The Employment Act is one of the most magnificent statutes eve, 
drawn up by the Congress, in setting forth simply and clearly what 
its purposes are. 

It wale upon the President to define : 

What is the needed level of production ? 

What is the needed level of employment ? 

What is the needed level of purchasing power ? 

What does this needed level mean? It is defined as maximum, 
What does that mean? It means that, as a nation, we want to call 
forth on a maximum basis our labor force, our technology, our skills, 
private and public, to achieve the maximum overall results. 

Now, the maximum doesn’t mean the hypertensions of wartime. It 
doesn’t mean that we should grow 9 percent a year, as during World 
War II. It doesn’t mean that we must reduce unemployment to less 
than a million, as in World War II. Conversely, it doesn’t mean that 
we should tolerate a growth rate of 1.3 percent a year, as we have on 
the average over the past 6 years. It doesn’t mean that we should 
tolerate a level of unemployment, which is 5 million and which, prop- 
erly measured, is really 6 million. 

Maximum purchasing power is the third goal of the Employment 
Act. What does that mean? That means a flow of income, private 
and public, which helps to call forth in balanced proportion maximum 
employment and maximum production. Not so much purchasing 
power as to cause inflation ; not so little purchasing power as to cause 
deflation; not such a bad distortion of purchasing power as to cause 
either social injustice or economic imbalance. 

In other words, the act asks the President to call forth the analyti- 
cal tools of government, in consultation with enterprise, to depict 
what kinds of economic arrangements will help us to move forward. 

Then, the act requires the President to review all of the policies of 
the Government, to see how they comport with these purposes, and 
insofar as they don’t comport, to bring about changes in the policies so 
that the policies may accomplish the purposes. 

Now, this is simple, common American horsesense. It is so simple 
that it’s hard to see how anybody go wrong on it. Yet, what has 
happened 4 

I now advert to the letter from the Chairman of the Council of 
Economic Advisers, as it relates to this bill. 

I want to commend the bill very highly for calling specifically upon 
the President, in his Economic Reports, to state quantitatively the 
needed levels of employment, production, and purchasing power. 
believe that this was originally intended in the act. 

Now, let’s examine what Mr. Saulnier says about this. 

Mr. Saulnier says he is against this, and the reason he gives is as 
follows: 
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He says, of course, we make careful quantifications of the past, but 
any projection of trends couched in numerical terms would be only 
qualitative at best and would serve merely to mislead and confuse the 
public. He bases this on the difficulty of making quantitative eco- 
nomic forecasts—and let me underline the word “forecasts. Now, 
I agree there is difficulty in making quantitative economic forecasts. 
But the act doesn’t mean forecasts when it refers to needed levels of 
employment, production, and purchasing power. é tt 

An economist may make a forecast that the country is drifting 
toward depression. But a depression isn’t a needed level of employ- 
ment. The act is designed to formulate an intelligent economic pol- 
icy for the great Government of the United States, and a policy relates 
to goals, not to forecasts. 2 : 

The Joint Chiefs of Staff may forecast we are in danger of losing a 
war with Russia. But that would not be our policy, and it wouldn't 
determine the needed levels of our Armed Forces to prevent the 
forecast from coming true. 

The needed levels in the Employment Act have nothing whatever to 
do with forecasts. In fact, the act makes a clear distinction, because 
the act refers to foreseeable trends. Foreseeable trends are forecasts, 
but the objective of civilized man in an integrated society is this: 
After you have noted your foreseeable trends, to try to modify those 
trends by action and to bring them in line with your goals. 

Your forecast may be that unemployment will rise, but you try to 

modify your policies so as to alter the mechanistic natural forces 
which the old-fashioned economists believed in, so that you achieve 
your objective rather than your forecast. 
’ A little street peddler on the corner has to forecast whether some- 
body is going to come by and buy apples, but a large business doesn’t 
just forecast, it sets goals for sales and tries to meet these goals. A 
great nation, above all in these trying times, has to set goals, and the 
President, in his state of the Union message, is setting up committees 
to set goals, not forecasts. Goals are called for in the Employment 
Act. 

It might be argued, why should this bill require the President to 
set quantitative goals, if the act already so requires? 

I think this is a very close question, Mr. Chairman and members of 
the committee. I think it may very well be argued, why ask an ad- 
ministration to do what the law already requires it to do? 

I think it is a nicely balanced question, but on net balance, I would 
say that when the executive branch of the Government shows an 
obdurate unwillingness to do what the act requires, then the Con- 
gress should reiterate its intent. 

If the administration doesn’t yet understand the difference be- 
tween forecasts and goals, if it doesn’t understand the difference 
between a forecast and a needed level, if it doesn’t understand the 
difference between where our economy is headed and where we want 
to go, and the role of policy, then I think all this ought to be reempha- 
sized, as this bill proposes to do. 

So much for this provision of the bill, so much with reference to 
Mr. Saulnier’s erroneous comment. upon it. 

The second basic part of this bill has to do with the relationship 
between monetary policy and other economic policies. I think that 
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there is a little confusion in the language of the bill, and I think 
that Mr. Saulnier’s letter is correct in calling attention to that con- 
fusion, but I think that he is basically wrong in his ultimate conclusion, 

W hat Mr. Saulnier says, first of all, is that if the word “Federal 
agency” means all Federal agencies, then the President should not 
be called upon to disclose to the C ongress in his Economic Reports the 
differences between him and the agencies under his jurisdiction. | 
couldn’t agree more. I have always agreed. This is sound govern. 
ment. The President should not be called upon to publish economic 
reports which talk about differences between him and the Treasury, or 
differences between him and the Health, Education, and W elfare 
Department. This would be chaotic government, and I am sure that 
the bill does not so intend. The President is the imperative com- 
mander of the executive branch of the Government. The President 
is the only one therein directly responsible to the people, and if those 
in his own agencies disagree with him, his views should prevail in the 
final analysis; and if they continue to disagree, either they should 
resign, or they should hold that the differences are so slight that 
they should keep quiet about them. 

This raises some thorny problems in connection with national 
security and the Joint Chiefs of Staff, which I will not go into. But 
generally speaking, the principle I have stated seems to me incon- 
testably sound, 

Now, while I feel that the President should not be required to set 
forth publicly disagreements between him and other agencies of Gov- 
ernment, the Federal Reserve Board presents a speci: al problem. The 
Federal Reserve Board, as is pointed out in Mr. Saulnier’s letter, 
may be regarded as the only agency intended to be redex red to by the 
provision of the bill. I think it should be the only agency referred 
to, because it is the only agency which creates a real problem, The 
problem created, with respect to the Federal Reserve Board, is that 
we have gotten into a nonsensical situation where on the one hand we 
say that “the Federal Reserve Board is one of the most powerful 
instruments in national economic policy, and on the other hand we 
say that it should be independent. What do we mean by “independ- 
ent”? Independent of whom? 

I hoes this matter before the committee last year, but I will 
repeat it because it is so essential to consideration of the proposed 
bill. Why should we say, for example, that during wartime the 
agencies which tell every laboring man what wage he shall receive, 
tell every businessman what price ‘he shall ch: arge, ‘tell every taxpayer 
what tax he shall pay (with the help of the C ‘ongress), and so forth 
and so on, shall be subject to public authority in the executive branch 
as well as the legislative branch, but that the monetary policy which 
the Federal Reserve Board in its excessive zeal has claimed affects 
the economy more than any of these other policies should be inde- 
pendent and controlled only by a body of bankers and others selected 
publicly but acting on their own. This does not make good sense. 
It does not make any sense at all. Monetary policy needs to be 
reconciled with fiscal policy. It needs to be reconciled with other 
economic policies. There is no reason in the world why it should 
exist in sacrosanct isolation. There is no reason in the world why 
it should be the private province of anybody. 
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As a practical matter, to say that the Federal Reserve Board is 
“controlled” by the Congress is inexact. Five hundred and thirty- 
seven Members of Congress—or whatever the number is, I guess my 
figures are off now—cannot_ effectively review nor reconcile nor 
integrate with other economic policies what is being done by the 
Federal Reserve Board on rediscount rates and things of that. kind, 
any more than the Congress, with all due respects to it, could take 
the place of a wage stabilization agency during wartime or take the 
place of the Treasury in ordinary times. 

Yet there has been ever-increasing and unfortunately successful 
agitation to the effect that one of the most important instruments of 
national economic policy, a banking monopoly created by the Gov- 
ernment, should be “independent.” Independent of whom, and re- 
sponsible to whom? So I say that some way must be found, in a 
modern society, to coordinate the monetary policy with the fiscal 
policy and with other national economic policies. 

We now have to manage a national debt of $250 to $300 billion, 
one of the most important economic operations which the country 
faces. We know that the management of the national debt depends 
both on monetary policy and on fiscal policy. Yet we say that the 
Federal Reserve Board should be independent. 

So what has happened? The management of the national debt 
has become a farrago. The bonds of the Government, which I believe 
should be the most conservative article of financial paper, have be- 
come among the most speculative. The whole thing has been turned 
upside down. A Federal bond is made more speculative than a stock, 
and more speculative than a corporate bond, and then people talk 
about how “confidence” in the bond has been lost. Well, why would 
anybody have confidence in a bond behaving as Federal bonds have 
been caused to behave by monetary policy monstrosities? How can 
there be confidence in bonds when new series of bonds are constantly 
being issued at higher interest rates than the previous ones, which 
obviously depresses the value of the previous securities bearing a 
lower interest rate? Why would not the people lose confidence, 
when the former Secretary of the Treasury, appearing with me before 
the Finance Committee of the Senate of the United States, said that 
the Treasury does not make the interest rate on the Federal bond; it 
is made just like prices in the corner grocery store; the corner grocer 
does not set the price, the customer sets the price, and the rate on 
Federal bonds is set by what the buyer wants. 

What kind of concept of the management of the national debt in 
the middle of the 20th century is this, that the United States has no 
more power over its securities than a corner grocer has over the price 
ofa bunch of bananas? This is a monstrous inequity, which has done 
terrible damage to the economy, and it is illogical beyond description. 
All this bill is trying to do is to find some way to say that we should 
start to put the Federal Reserve Board under the limited scrutiny of 
the President. 

Mr. Saulnier says that sometimes the Economic Reports should 
deal with monetary policy, and sometimes not. Well, the President 
only sends up one Economic Report a year. If he sent up one a 
month, that would be different. There is no year when monetary 


policy is not important. Would the Federal Reserve Board say that 
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this year monetary policy is not important enough to be included jp 
this evaluation ? 

The proposal in the bill does not give the President any contro] 
over monetary policy. It merely says that he shall declare how mone. 
tary policy relates to the purposes of the Employment Act, and jf 
there is a disagreement between him and the Federal Reserve Board, 
he sshall set the difference forth so that the Congress of the United 
States can know that there is a difference. 

In the last 2 or 3 years, there has been the darndest pea-under-the- 
shell game I have ever seen on a vital matter of economic policy, 
Sometimes it is whispered in the press that the Council of Economic 
Advisers is in disagreement with the Federal Reserve Board, or vic5¢ 
versa. If the policy works well, the Council says: “We were all for 
it.” If it does not work well, they say: “The other fellow is doing it.” 
This is not responsible Government. 1 

Therefore, I am in favor of the bill’s proposal. It is a compromise 
effort, to get some beginning of rationality. Of course, if I were 
writing the ticket, I would reevaluate the whole question of the rela- 
tionship of the Federal Reserve structure to the executive branch of 
the Government. 

The argument has been made repeatedly that the Federal Reserve 
Board should be entirely independent to keep it free of politics, 
Why? To keep taxation out of politics, should we have the Treasury 
administered by a group of bankers or college professors rather than 
administered by the executive branch of the Government, responsible 
to a Chief Executive who is the head of a political system ? 

This talk about keeping politics out so that the monetary policy 
may be “objective” is a farce. A few years ago, when I was in the 
Government, a great agitation started against the monetary policy 
then in effect. The pressure was on in the press. The pressure was 
on in the magazines. The pressure was on in the television programs. 
It captivated the then Chairman of the Federal Reserve Board, and 
many others. “Among the leaders in this pressure was the Commit- 
tee for Economic Development. The Committee for Economic De- 
velopment is a highly financed, well-intentioned—and I underscore 
well-intentioned—businessmen’s organization. It was entitled to be 
a main proponent of what has loosely been called the tight money 
policy. I have in my files many glossy-printed, expensive reports of 
the CED, showing this organization propagandizing all over the 
country, or educating all over the country, which it had the right to 
do, in favor of the tight money policy. 

Later on, it was proposed that the Congress of the United States 
study the monetary Bale: A great hue and cry went up that this 
should not be done, because it would be “political.” Some members 
of the CED joined in this hue and cry, that a political body should 
not. study the monetary policy because it would be biased. Then 
what happened? Then the man who was head of the Harvard Busi- 
ness School became chairman of some important committee in the 
Ford Foundation, and also he became chairman of some important 
committee in the CED, and in one capacity he participated in the 
making of a very large grant to the CED. And for what purpose! 
To dake an “objective” study of the monetary policy. And now the 


CED is engaged, directly or indirectly in the kind of “objective” 
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study of the monetary policy which it did not want the Congress of 
the United States to make because it would be “political. 

Now this is not an irrelevant story. ‘This is one of the reasons why 
we had better get back into perspective, one of the reasons why we 
had better get the President of the United States and the Congress 
of the United States back into this picture on what is being done un- 
der the monetary policy of the | nited States. 

So I favor the bill’s proposal on this subject. 

Now, as to the third proposal in the bill, I must say that while I 
applaud this bill’s purposes and am in favor of many of its provisions, 
I do agree with the Chairman of the Council of Economic Advisers 
on the limited point that the Council of Economic Advisers should 
not be implicated on an ad hoc basis in the review of, or determination 
of, or passing upon, or judgment of, or even findings of fact or any- 
thing else with respect to, specific wage and price matters. Why? 
Because the Council of Economic Advisers needs to be awakened to its 
functions as an economic general statf doing the big job of interre- 
lating the large quantitative and qualitative issues and policies which 
affect the economy as a whole. And no one agency of Government, 
be it staffed with a thousand people, can do that job at the same time 
that it is acting as an umpire or quasi-umpire in individual disputes. 

I realize it would not be acting exactly as an umpire here, it would 
not be handing down decisions, but it could make findings and fac- 
tual summaries, and even a selection of facts may be regarded as 
biased by some in the sense that you do not set all of the facts forth. 
At least the affected parties may think it is biased. The Council of 
Economic Advisers cannot be an ad hoc umpire and an economic 
general staff at the same time. ciy8 

Now, without the Council of Economic Advisers doing this job, 
how can we bring the Government properly into this whole problem of 

rices and wages and profits, because they are interrelated? Well, 
Fiwant to relate this question to what I said at the beginning. The 
real question is, do we want to bring the Government in? And 
this question is very closely related to the priorities we attach to the 
different aspects of our economic problems, current and foreseeable. 
I think, personally, that there has been a ghastly overexaggeration 
of the problem of price inflation, as against the other problems which 
I mentioned; namely, using our resources fully, serving the great 
priorities of our needs, and moving forward as a Nation. 

Furthermore—and this is most important—recent experience shows 
that we have had more administered price inflation when our economy 
has moved forward at a slow speed than when it has moved at an ade- 
quate speed. Why? For exactly the same reason that I will get 
tired more quickly if I run than if I walk, but I will also get tired 
more quickly if I crawl. Going too fast is inefficient, and so is going 
too slow. If an automobile burns the least gas going 50 miles an 
hour, it will burn more at 90 and burn more at 13. The kind of price 
inflation we have had over the past few years has been due to an 
institutional structure, within the pattern of the economy, which 
causes the big makers of prices to have certain profit and investment 
objectives which they seek to achieve. I am not saying this critically. 
When they seek to achieve it in an environment of low economic 
growth, unused plant capacities and high unemployment, they have 
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to charge a higher price to seek to achieve the objective than when 
they are moving at an optimum rate of growth, when they have opti. 
mum employment, and when they have optimum use of their facilities 

This is a new finding I have made from extensive research, | 
think it is extremely important. I think it has been very much neg. 
lected by classical economists, and it ties in with the whole question 
of productivity. 

We hear how productivity has slowed down in the past few yea 
and that this has been inflationary because it is said that wages haye 
risen faster than productivity. This view is a failure to distinguish 
between technological productivity and economic productivity. There 
has been no slowdown in technological productivity. The only sloy. 
down has been that, when plants are 50 percent active and retaining 
70 percent of their employees, that gives you a low-productivity factor, 
This is economic slack. Therefore, the relationship between prices 
and wages and productivity in that situation reflects underutilization 
of resources. ‘The wages have not been too high, the production has 
been too low. 

Even Sumner Slichter, a conservative economist, expressed the con- 
clusion 2 or 3 days ago that, if the wages had been lower, the economy 
would have been still worse off, and unless wages rise rapidly, we will 
not recover sufficiently. 

Therefore, the main job of the Government is, first, to get a balanced 
picture of where we want to go as a Nation, as required by the En- 
ployment Act; second, to use the conventional tools of Government 
intelligently toward that end, before it starts meddling with things 
which it least knows how to do, and which cut most deeply into the 
fabric of our private price-making and collective-bargaining process, 
In other words, let the Government do a rationally intelligent job on 
tax policy which is a public function, on monetary policy which isa 
public function, on regulatory policy which is a public function, on 
spending policy in various areas which is a public function. Let the 
Gokecnmert raise the Federal budget to the levels of spending which 
are needed to meet the great priorities of our need. Let the Govern- 
ment adjust the tax policy so as to reduce the burden it places 
upon low-income consumers and reduce the bonanzas which it gives 
to some other people. 

Let the Government readjust some of its regulatory policies; let 
the Government expand social security as it should. Let the Govern- 
ment expand the minimum-wage laws, in view of the tremendous gap 
in consumption which Sumner Slichter now recognizes. 

Now, when the Government learns how to do those things well; 
when the Council of Economic Advisers fulfills its responsibility in 
all of these areas, in accord with the priorities of their importance, and 
in accord with our general concept of the division between private and 
public responsibility in the American kind of economy—then, if the 
Government can do all of those things well instead of messing them 
up, it will be time enough to consider whether it is still necessary for 
the Government in a long period of cold war between peace and war 
to get into the thorny question of what prices and wages should be. 

I am a bit skeptical of the ability or capacity of the Government 
to deal with this problem on a long-range basis, especially when the 
Government has no effective criteria. 
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For the Government, in setting prices and wages, does not auto- 
matically provide the answer as to what price and wage levels should 
be. I have had some experience with this during the Korean war, 
when I saw the Wage Stabilization Board and the other regulatory 
agencies setting prices and wages. ‘They set them, and they had to set 
them. But they were not guided by sufficient economic criteria. They 
were not looking at prices and wages sufficiently functionally. _ 

Today, I would like nothing less than to see the current distortions 
in the public mind, and in the administration, and in some parts of 
the Congress, and in the American public, as a result of enormous 
misguided propaganda about wages and prices and their relationships, 
translated immediately into the implementation of public bodies 
to give definitive and imperative public force to these kinds of mis- 
conceptions. 

Let us learn a little more about this problem first, and let the Gov- 
ernment do first some of the things it ought to know how to do and 
isnotdoing. _ , 

Now, there is one degree in which I would go forward with the 
sponsor of the bill in this subject. L think that there is room for the 
Government doing something in this area. Now, what something? 
I always like to define what the Government should do as something 
which needs to be done and nobody else can do. It is not an original 
definition with me. 

The thing the Government can do in this area that nobody else can 
do is to apply the national perspective to a consideration of the gen- 
eral aspects of price and wage and investment policy, and this ties 
in with maximum purchasing power under the Employment Act. 
The Government has to set goals for maximum purchasing power. 
So, the Council of Economic Advisers should make and publish gen- 
eral studies of appropriate price-wage-profit relationships. 

Now, Mr. Saulnier, the Chairman of CEA, says that his agency 
should not set any quantitative goals. Let us test this in terms of 
employment. How in the world, if the setting of the needed levels of 
employment under the Employment Act are not to be quantitative, 
can a government which is unwilling to say whether employment is 
too high, too low, or just right, suggest policies? In other words, if 
you have 5 million unemployed and the President and the Council 
of Economic Advisers are not willing to say it is too much or too little, 
how can one know whether to apply stimulatory policies or repressive 
policies. Should you try to expand employment, hold it where it is, 
or contract it. In other words, you cannot use the weapons even of 
conventional economic policy, within the current grasp of the Federal 
Government, unless you have targets against which to use it. 

We now have 20 or 25 percent of our industrial capacity unused. 
Now, a quantitative goal for production under the Employment Act 
simply means a statement that we think this is too high, that it ought to 
be 10 or 15 or 5, or that we want to see a certain expansion. If this is 
not done, then there is no standard against which to measure the 
policies, what kind of tax policies you should have, what kind of 
monetary policies you should have; and in consequence of this, both 
the executive branch and the Federal Reserve Board were so mixed 
up last year that they were saying we needed a tight money policy to 
stimulate savings so we could have more investment, and in the same 
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breath they were saying that investment was too high, that we wer 
having an investment boom, and that the tight money policy was de. 
signed to restrain investment. 

This happened because they had no targets against which to measure 
these things. So I think appropriate analytic studies should be made 
as to wage-price relationships and price-profit relationships, ag ay 
educational assist to private industry. That would be good. 

If that did not work, I would be in favor of setting up some ad hoe 
agency to hold hearings, make reviews, and evaluate specific sity. 
ations. But I am a little wary, at this time, of having the Govern. 
ment get into something as thorny as what really means participation 
in the settlement of collective-bargaining problems, no matter what 
you call it. You cannot have a government issuing findings and 
advice and then saying, “Well, we advised, but if they do something 
different, that is none of our business.” The line is much too fine to 
be drawn. So I would like to have consideration given to helpi 
the Government, through some wonderful parts of this bill, to do 
more of what needs to be done and what they should do and to impose 
a responsibility upon the President and the Council to engage in 
price-wage-profit studies of a general character. 

Consider, if you so desire, the setting up of a separate agency to hold 
certain kinds of hearings and so forth and so on, although I do not 
personally cotton much to it, but I can see why it is proposed, and 
there may be some merit to it. 

Thank you very much. 

Chairman Dawson. Mr. Keyserling, I wonder if you could stay 
with us a while. The Congressmen are in a hurry, and I would like 
to have their testimony first. 


STATEMENT OF HON. CHARLES E. BENNETT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF FLORIDA 


Mr. Bennett. Mr. Chairman, and the committee, I appreciate this 
opportunity to appear before you today in behalf of my bills, H.R. 17 
and H.R. 5658, and other proopsals to amend the Employment Act of 
1946 to make stability of prices an explicit aim of Federal economic 
policy. 

Combating inflation is important to all Americans, but it is par- 
ticularly important to the people of the district which I represent. 
Jacksonville has become one of the major insurance centers of our 
Nation, and it is vital to the policyholders of our insurance companies 
that the purchasing power of their insurance investments be protected. 
Also we have many retired rail workers, civil service employees, social 
security recipients, and other retired poeple who have suffered griev- 
ously from the declining purchasing power of their small, fixed retire- 
ment incomes, and who face additional cruel losses from inflation if 
we here in Congress do not take effective action against this economic 
disease. Then, too, we have teachers, officeworkers, and other salaried 
employees whose incomes are slow to rise with inflation. 

eeling as I do my responsibility as the representative of these peo- 
ple, I have tried to be alert to all opportunities to combat inflation. 
When my attention was called to the proposal to amend the Employ- 
ment Act of 1946 to make stability of prices an explicit aim of Fed- 
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eral economic policy, 1 was impressed with its simplicity, yet with its 
effectiveness as an anti-inflation measure. I have felt that this is a 
relatively noncontroversial improvement behind which people of all 

litical learnings can unite. Senator Prescott Bush had already in- 
troduced a bill to this effect in the Senate, and with his permission | 
introduced a similar bill in the House, H.R. 13782, 85th Congress. 
On the first day of this session, I reintroduced this bill as H.R. 17, 
which would make “relative stability of prices an explicit aim of 
Federal economic policy.” I am advised that departmental reports 
thus far received are favorable, but that the reports of the Council 
of Economic Advisers and of the Bureau of the Budget suggested 
slightly different wording. They prefer the wording “reasonably 
stable price level” to H.R. 17's “relative stability of prices.” Their 
version is perfectly acceptable to me as an alternative to H.R. 17, and 
I have introduced it as H.R. 5658 in order that it may be before this 
committee for its study. 

Also before this committee today is H.R. 4870, sponsored by our 
sincere, dedicated, and able colleague from Wisconsin, Mr. Reuss. 
I have read his bill carefully, and I can see nothing contradictory be- 
tween his bill and mine. There is no reason why both cannot be ap- 
roved if this is the wish of the committee. Accordingly, by testimony 
in behalf of my bills should not be regarded in any way as in opposi- 
tion to H.R. 4870. 

The principle of H.R. 17, H.R. 5658, and other similar bills has 
been endorsed by an imposing group of Government and economic 
leaders. The President urged its enactment in his state of the Union 
address and Economic Report early this year. Also expressing them- 
selves in favor are the present Chairman of the Council of Economic 
Advisers, Raymond J. Saulnier; former Council Chairman, Arthur 
F. Burns; former Council member, Neil H. Jocoby; present Chair- 
man of the Federal Reserve Board, William McChesney Martin: 
former Board Chairman, Marriner S. Eccles; and president of the 
New York Stock Exchange, C. Keith Funston. Organizations en- 
dorsing it include the United States Chamber of Commerce, the 
American Farm Bureau Federation, the Committee for Economic De- 
velopment, the Rockefeller Brothers Fund, and the Twentieth Cen- 
tury Fund. 

Some of the members of this committee may wonder whether enact- 
ment of these proposals would have any practical effect in stopping 
mflation. On this point, I would like to quote the President’s Eco- 
nomic Report. (p.52),in which he said: 

Such an amendment would strengthen Government’s hand in restraining in- 
flationary forces and would help build a public opinion favorable to the adoption 
and vigorous application of needed measures. This amendment would make 
it clear that Government is as determined to direct its policies toward main- 


tenance of price stability as it is to employ them in combating economic con- 
traction. 


Again, in his state of the Union address, the President said: 


I shall ask Congress to amend the Employment Act of 1946 to make it clear 


that Government intends to use all appropriate means to protect the buying 
power of the dollar. 
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Federal Reserve Board Chairman Martin has said: 


* * * the Congress can contribute greatly to that end (stabilizing the cogt of 
living) by declaring resolutely—so that all the world will know—that stabjjizg. 
tion of the cost of living is a primary aim of Federal economic policy. 

Former Chairman Burns has said: 

What we need more than anything else at this juncture of our great experimen 
in the management of prosperity is a national declaration of purpose with 
regard to the level of prices that could have a moral force such as the Employmen; 
Act already exercises with regard to our levels of production and employment 
This can be simply accomplished by including reasonable stability of the ¢eop. 
sumer price level among the objectives of the Employment Act * * *, 

For the above reasons, I hope this committee will approve HR. 
17 or H.R. 5658, either alone or as a companion measure with My. 
Reuss’ H.R. 4870, in order that we may strike a vigorous blow against 
inflation. I hope that if the committee approves both Mr. Reuss’ pj] 
and mine that the measures will not be combined in one bill. They 
are two separate proposals and each should be considered on its own 
merits. The bill I have introduced is extremely short, simple, and 
as far as I know, is not controversial. 

_ Thank you again, Mr. Chairman, for permitting me to present these 
views. 

Chairman Dawson. Mr. Fascell. 

Mr. Fascetu. I have no questions, Mr. Chairman. 

Mr. Smiru. I have no questions. 

Chairman Dawson. Mr. Reuss. 

Mr. Reuss. Thank you, Mr. Chairman. 

Chairman Dawson. Are there any questions you would like to ask, 
Congressman Judd ? 

Mr. Jupp. I have no question. 

Mr. Bennett. I will stay and listen as long as I can. This has been 
enlightening. 

Chairman Dawson. Congressman Judd. 


STATEMENT OF HON. WALTER H. JUDD, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MINNESOTA 


Mr. Jupp. Thank you, Mr. Chairman. 

Perhaps it is appropriate for me to state at the outset that I served 
on the predecessor to this committee, the Committee on Expenditures 
in the Executive Departments for 6 years, from 1943 to 1948, and 
again on this committee during the 83d Congress. It is a pleasure to 
be back here with you, Mr. Chairman, and other members of the com- 
mittee. Having been at one time the second ranking member on the 
Republican side, I have a continuing interest in its work. ; 

I was also one of the original members of the Joint Committee on 
the Economic Report which was established under the Employment 
Act of 1946. I had served on the subconimittee which took the original 
proposal submitted to the Congress, the so-called Full Employment 
Act, and rewrote it with much hue and cry against our action In many 
quarters. I was pleased, indeed, Dr. Keyserling, to hear you say that 
you believe that the Employment Act of 1946 was a fine piece of 
legislation, because almost. everybody at the time we rewrote it and 
threw out a lot of stuff that was not feasible or sound, thought the 
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world would come to an end economically. They said we were going 
to have 8 million unemployed within 6 months. It never got to 2 
million, but that was due to the basic soundness of vur economy and 
not due to the wisdom of the act because the act did not get into 
operation that soon. yall 

Now it seems to me that a clarification may be needed in this act. 
On the whole it has worked extraordinarily well, better than we had 
a right to expect, as establishing broad objectives and broad guide- 
lines for the Council of Economic Advisers and the other agencies of 
the Government responsible for our national economic policy. 

I believe that the Congress should participate in an effort to state 
more clearly and fully our economic objectives and it is for that pur- 
pose that I join with other Congressmen—and my colleague from 
Florida was I think the originator of the bill—to make maintenance 
of relative price stability an explicit aim of Federal economic policy. 
Otherwise measures which the Government might adopt, with the sole 
or principal purpose of promoting maximum employment, could in- 
clude expanded deficit financing to make jobs. The result would be 
reduction of the value of the dollar and everyone’s purchasing power. 
Such measures, I believe, would weaken the economy more than they 
would strengthen it. In providing more employment for some work- 
ers they would injure all because they would reduce the purchasing 
power of wages. I believe we must try to get a balance, to promote 
the maximum employment that can be attained without progressive 
weakening of the purchasing power of the dollar. 

Mr. Chairman, it seems to me that the purpose set out in our bills 
is clearly implied in the language of section 2 of Public Law 304, the 
Employment Act. You will recall it says the Government is to 
use— 
all appropriate means consistent with other essential considerations of Na- 
tional policy. 

Certainly it is an essential consideration of national policy that the 
dollar not steadily lose purchasing power. Again, the act declares— 


it is the continuing policy and responsibility of the Federal Government to pro- 
mote maximum employment, production, and purchasing power. 


But is it promoting maximum purchasing power if price levels are not 
also relatively stable? It is not more purchasing power if the dollar 
steadily depreciates. 

If, however, this objective of maintaining relatively stable price 
levels, is not clearly understood, it ought to be explicitly declared as 
part of the continuing policy and responsibility of the Federal Gov- 
ernment. 

Our bills are designed to close this unintended gap. They would 
give an important mandate to the President’s Council of Economic 
Advisers to work for maximum employment and a stable cost of 
living together, not either at the expense of the other. 

_ It seems to me—and I realize that this maybe a case of fools rushing 
m where experts fear to tread—that somewhere along the line in re- 
cent years many in our country have forgotten that often the most 
beneficial use of increased productivity is not to put all of the in- 
creased earnings into increased wages and/or profits, but rather 
to reduce the price of the product. In recent years the increased earn- 
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ings resulting from improved machinery, improved techniques, jm. 
proved efficiency, improved skills, have been largely devoted to increas. 
ing the wages of the workers and increasing profits to the owners, |p 
fact, in some years wages and/or profits have gone up more than the 
productivity in ways that you have already discussed Dr. Keysgp. 
ling. The inevitable result is that the price of the product goes y 
also and those consumers with fixed income suffer a reduction in theiy 
purchasing power. This is particularly cruel, of course, for elderly 
retired people who cannot go back to work to increase their income, ~ 

As their fixed income in dollars goes down, their position just 
deteriorates. Their own Government does them a great wrong jf 
it allows this to happen, insofar as it is able to prevent its happening, 
because all with fixed incomes are worse off than before. 

Those who receive the larger profits and wages from increased 
productivity have more purchasing power temporarily but prices go 
up for them too and before very long they have no greater purchas- 
ing power than they had before, and everybody else has less purchas. 
ing power. 

But if the increased productivity is mainly used to reduce the price 
of the product, then everybody gets an increase in purchasing power, 
The worker gets the same number of dollars and wages, but they wil] 
buy more goods because things are cheaped. The stockholder gets 
the same number of dollars in dividends but they will buy more. 
And the people with fixed incomes—on salaries, pensions, social securi- 
ties, savings—get the same number of dollars but they will buy more. 
Thus everybody gets a raise, if increased earnings from increased 
productivity are put into reducing prices rather than increasing wages 
and profits. And when everybody gets an increase in purchasing 
power, there is a vast increase in buying, in demand. That leads 
immediately to increased production and therefore greater employ- 
ment. 

So to include in the policy declaration of the Employment Act this 
additional objective of avoiding measures which will produce infla- 
tion does not confict with the objectives of promoting maximum en- 
ployment. I am convinced it is a major way to support and promote 
maximum employment. 

Mr. Chairman, I believe the passage of this legislation would serve 
to underscore the imperative need to maintain the integrity of the 
American dollar and public confidence in it. 

We ought to reinforce with a clear-cut statement of congressional 
intent the battle currently being waged by our Government to restrain 
inflationary forces. 

This battle can be won by adherence to sound principles by the 
executive branch, by the support and cooperation of the Congress, 
and by the overwhelming power of an enlightened and aroused pub- 
lic opinion. 

Such legislation, in addition to strengthening the Government's 
hand by putting the Congress on record, would also encourage support 
throughout the country for measures to hold the line against the 
inroads of inflation. 

In addition to clarifying the objectives of national economic policy, 
the bill would require the President to report at least annually to the 
Congress on— 
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nt and foreseeable trends in price levels prevailing in the economy and to 
poe the steps, if any, which have been taken to counter inflationary or de- 
fationary pressures arising within the economy. 

Mr. Chairman, approval of this legislation by the subcommittee 
and subsequent passage by the Congress would show the leaders of 
our Government and the American people that this Congress is con- 
cerned with the imperative need for reasonable price level stability 
and that it wants the President, the Council of Economic Advisers, 
the Treasury, and all of the various fiscal and monetary agencies of 
the Government to keep this objective before them as an essential aim 
of our national economic policy. ce Uc. 

Mr. Chairman, I know this subcommitee will give these bills the 
thoughtful consideration they deserve and I hope it will approve 
a bill, after improving it if necessary, that will accomplish the de- 
sired end. 

Thank you very much. 

Chairman Dawson. Mr. Fascell. 

Mr. Fasceti. Thank you, Mr. Chairman. 

Both my colleagues in discussing this question—I just have a 
thought, and I am talking out loud rather than interrogating or being 
argumentative, that what is already stated in the act is best stated 
and when you include a definition of reasonably stable prices, which 
as you have already indicated, Dr. Judd, seems to already be inherent 
in the thought of maximum purchasing power, that you would place 
undue emphasis on it; furthermore, it is =e relative and 
tied to so many variables that it only means something to an economist. 

I see frankly no objection to including the words “reasonably 
stable prices” as a definition of part of maintaining maximum pur- 
chasing power. But maintaining maximum purehasing power ts so 
relative, that I do not know that you will want to tie it fo stable 
prices. Stable to what? Where is the criteria? I do not under- 
stand. 

Mr. Jupp. Well, if the chairman will permit me to say it, there is 
always a danger when you add words like this, because sometimes it 
takes them a year to define exactly what the new language means. 

As I said, I did not think this additional language was necessary. 
But the question was raised, “Is or is not price stability an objec- 
tive? Is itsubordinate to just getting more jobs?” I know that. when 
we wrote this act we had in mind what I have tried to say here today. 
Maximum purchasing power does not always come with more dollars 
in the pay envelope. Increased purchasing power can come, as I 
have said, if a greater share of the increased earnings from increased 
productivity goes into reduction of prices. That gives everybody an 
increase in purchasing power. 

Mr. George Meany of the A.F. of L. and I served side by side as 
delegates to the United Nations 12th General Assembly in 1957. He 
and I talked about the recession then developing. He said “Walter, 
there is only one way to reduce the unemployment and that is to in- 
crease the wages of labor.” I replied, “Yes, you can increase the pur- 
chasing power temporarily of one sector of the people by raising 
their wages; but if the prices go up, you decrease the purchasing 
power of other sections of the consuming public. If you use more 
of the increased earnings from increased productivity to reduce the 











88 AMEND EMPLOYMENT ACT, 1946 


price level, you give everybody an increased purchasing power. Thi 
is the way to stimulate demand and get people back to work. 

Well, we did not agree. 

Mr. Bennett. If I may say just one brief word, as Dr. Keyserling 
pointed out, under both Democratic and Republican administrations 
as a practical matter they have not operated under this law as if jt 
had the breadth that we would like it to have. It is not likely with. 
out amendment of the law we would be able to accomplish the objec. 
tive which we all have in mind which perhaps the original introducers 
of the Employment Act also had in mind. 

Further, I would like to add there would be a tremendous value, it 
seems to me, at this time to make this declaration of Congress that it jg 
going to fight inflation. This is one of the things we should look at, 

This act in itself has a salutary effect on the welfare of all people 
in America, it seems to me. 

Mr. Fascetu. Mr. Chairman, I would like to ask Mr. Keyserling 
how he feels about this. 

Mr. Kerysertinc. Well, Mr. Chairman, I have a very high regard 
from long observation of Congressman Judd and the great work he 
has done in many fields, particularly in the international field, and 
I feel the same way about the other Congressman, whom I haven't 
had the opportunity to know for so long a period of time, but I do 
feel bound to say, and I say it reluctantly, because I so much appreciate 
their objectives, that if I implied from what I said before that I 
favored or am neutral to this particular proposal, I misrepresented 
my position. 

I am against this particular proposal, and let me indicate briefly 
why. 

First of all, I have tried to draw a distinction between economic 
ends and economic means. Nobody can really quarrel with the basic 
economic end of giving our unemployed people a chance to have a 
job and to produce, because every economic system and every econo- 
mist will agree that advancing production is the real source of advanc- 
ing national wealth. Clearly, I think the same thing applies to maxi- 
mum production. And maximum purchasing power is properly 
defined, I believe very properly defined, by Congressman Judd, to 
mean the real purchasing power that will equate with this maximum 
production and employment. 

Now, when you come to stable prices, you are in a different position. 
Writing into the bill an objective of stable prices is not writing into 
the bill a basic economic objective as defined above, but rather a 
theory of what type of prices are most compatible with these ultimate 
objectives. 

Now, I suppose a majority of economists believe that a reasonably 
stable price level is compatible with these objectives. I happen to 
believe so. I said so in my very recent testimony before the Joint 
Economic Committee. But many economists do not believe so. Dr. 
Slichter does not believe so. He says that we should accept a yearly 
rise in prices in the interest of economic growth under a fies system 
of enterprise. 

Writing price stability into the act is like writing a law for a bal- 
anced budget. I am in favor of a balanced budget in the long run. 
Most economists are. And there are some who have proposed we 
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make it a part of our basic Federal law that we always have a bal- 
anced budget, as is required by some States. But writing into the 
law a price objective or a budget objective destroys what I believe 
ig the wonderful simplicity of this law as adopted by the Congress 
initially, and ] agree SO much with Congressman Judd that they really 
dida wonderful job. st eat 

Why? Because the original law was limited to the bare elemental 
things, and did not involve legislators in freezing into a statute the 

licies or means whereby you achieve your objectives. 

I think putting price objectives into the law departs from this 
sound principle. Let me give an example: . . 

Suppose we were in the middle of the great depression, operating 
under this act? Would anybody say, under those circumstances, that 
we didn’t need a vast refiation of prices, as a part of the whole process 
of restoring employment, production, and purchasing power ¢ 

One may say that would be reasonable price stability. But that 
would be a mere play on words. 

If you say that the rise in prices that would have been needed 
from 1932 to 1939 to produce a complete economic recovery, such as 
we all wanted, if you say that would have been reasonable price 
stability under the circumstances, all right, but it would have re- 
quired a tremendous increase in prices. ; : ; 

Now, suppose we were operating under this act in World War II? 

I had some experience then. Our basic problem in World War IT, 
economically speaking, was to marshal the productive forces needed 
to defeat the enemy. There were people who said during World 
War II, “Let’s make price stability a top objective.” There were 
those who said during World War II, “Inflation is a greater danger 
tous than Hitler.” 

You may remember during the Korean war they said, “Inflation is 
a greater danger to us than Stalin.” And now they are saying, “In- 
flation is a greater danger to us than Khrushchev.” 

Under the guise of the laudable objective of price stability, which I 
favor, we are placing the wrong emphasis today. Because I don’t 
think our problem in the last few years has been too little emphasis 
on the part of Government, if I may be critical, on price stability. 
I think price stability has been erected into a false importance which 
has provided the main powerful argument against the amount of in- 
ternational economic cooperation we need, the amount of national 
security we need, the amount of schools we need, the amount of em- 
ployment we need, the amount of production we need, all impeded 
on the ground that they would interfere with price stability. 

The irony of the situation, as I think I could show with some more 
detailed materials, which I don’t want to bother the committee with, 
is that the effort to erect price stability into an end rather than a 
means results in more price instability. This is the whole paradox 
of inflation in a depressed economy, which we have had for the past 
few years. 

While unemployment was rising, while production was falling, 
while the rate of economic growth had sunk to zero or less than zero, 
we nonetheless had price inflation. Yet, the Federal Reserve Board, 
which had so large a part in the economic policies of the Nation, was 
so preoccupied and obsessed with the problem of price stability that 
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it closed its eyes to everything else, and this in fact contributed to 
price inflation. 

Now, if you think this is a peculiar view, one of the best thin on 
this subject is a series of articles which have run in the Business Week 
editorial page. A top man in Business Week is Mr. Elliot V, Bel} 
one of the most highly respected businessmen and economists in the 
country, who served first as an economic adviser to Governor Dewey 
then, I believe, informally as an economic adviser to President Rigen, 
hower, and then he declined to testify before the Senate Finance 
Committee on the subject. But if you will read those editorials you 
will find a strong expression of why our obsession over the last few 
years with the value of the dollar has forgotten about the value of 
human beings, the value of jobs, the value of schools, the value of 
helping the free world, the value of building national security, and 
if anybody thinks I am exaggerating this, what are we debating about 
as a Nation’ We are debating about whether we can afford to keep 
up with a second-rate industrial power, really, and a thousand years 
behind in its political and social views; whether we can keep up with 
them in science or military defense or weapons or education or any- 
thing else. ; 

On what ground ? 

That we can’t keep up with them because, if we keep up with them, 
we will destroy the value of the dollar, and we will be destroyed by 
inflation, and we are even told that the Russians intend to destroy us 
by inflation, when the Russians have never said that. What the Rus. 
sians have said is that the only thing that could save our economy was 
a big military program. 

So, when you have these big distortions, and when over recent years 
you have had all of the emphasis thrown on the wrong side, why write 
into an act a provision which seems to throw the great. voice of the 
Congress on the side of an administration and a Federal Reserve 
Board which is already way off in deep water on the wrong side? 

_ [like Bill Martin, as a friend. But if this thing is written into the 
law, the Federal Reserve will really goto town. You will have given 
them a charter. 

A year and a half ago, before the Senate Finance Committee, the 
Federal Reserve Board said there is no such thing as administered 
prices, and, anyway, they said, there is no real difference between ad- 
ministered prices and demand inflation, and they said that if we stop 
the demand inflation, we will stop the administered prices. 

Now they say you can’t stop the administered prices that way, and 
they say that trying to stop them that way would do more harm than 
good. 

Yet, what kind of inflation are we threatened with now? We are 
not threatened with any demand inflation. We are threatened with 
nonrestoration of full employment or full production. We are not 
threatened with a strain on our resources. The only kind of inflation 
we are threatened with is administered price inflation, which, inc- 
dentally, we haven’t had for a year, but we might have it again in the 
steel industry or somewhere else. 

And the Federal Reserve Board is tightening up on the very kind 
of policies it says can’t deal with that kind of inflation, and the only 
think it is accomplishing is that the rate of unemployment is still 
rising rather than falling, and the country is not coming back to the 
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normal growth trend, and we are threatened with having over the next 
few years a 2 or 3 percent rate of growth rather than a 5 or 6, and 
then we will rub our eyes and say, “My goodness, the Russians are 
ahead of us not only in science, but they are ahead of us in total 
production.” al ) 

I think this is wrong. I don’t like to see written into an act some- 
thing which will be interpreted by the American public as nothing 
but a validation and vindication of a misplaced emphasis, which has 
so strongly characterized the Federal Reserve Board, and I may say 
the administration. 

Mr. Fascetzi. Dr. Keyserling, I want to thank you for so ably ex- 
pounding on the slight reser vation I had. 

Now, while I have the opportunity, I would like to ask you another 
question. ’ me 

Getting back to your discussion of the letter from the Chairman of 
the Council of Economic Advisers, dealing with the statement of levels 
of employment, as I recall, in your testimony you discussed and dealt 
with current trends and foreseeable trends, but I don’t recall discuss- 
ing his objections to stating quantitatively levels of maximum em- 
ployment. He says, “Such quantitative instruments are unnecessary, 
impractical, and inadvisable.” He dispenses with it just that way. 

Mr. Keysertinc. Well, no; he does a little more than that, if I may 


say SO. 

Tet me call attention again specifically to his language, which says 
this: 

In this connection, your attention is invited to a statement made by the present 
Chairman of the Council on July 14, 1958, on the difficulties of making definitive 
quantitative economic forecasts. 

In other words, he is saying that it is hard for economists to make 
forecasts. Lagree. But this is a complete confusion as to the purposes 
of the act. The act is not intended just to make forecasts. The act 
is intended to state needed goals. 

Mr. Fascexu. I follow you. 

In other words, you are saying he has defined the words in the act 
which deals with levels of employment, production, and purchasing 
power as quantitative economic forecasts, which they are not? 

Mr. Keyseruine. That is right. And the act makes that clear. The 
act says—well, I am sorry I don’t have the act. I don’t need the act. 
Well, the act says this: The act says the President shall submit to the 
Congress an Economic Report, setting forth current levels of employ- 
ment, and also foreseeable trends in employment. Now, that is a 
forecast. The forecast may be that unemployment is going to rise. 
The forecast may be that a recession is going to continue. The fore- 
cast may be that you are going to have a depression. But the act also 
requires a review of economic conditions affecting employment, and 
a program of carrying out the policy declared in section 2. 

Now, what is the policy? The policy is to promote maximum em- 
ployment, production, and purchasing power. 

Now, that policy and those needed levels are an entirely different 
thing from a forecast. The rationale is this: 

Just like a doctor, looking at a human being, examines him to see 
what the state of his health is. He may make a forecast that he is 
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going to get better automatically. He may make a forecast that he js 
sinking. But the forecast is not the needed level of health. 

Then the doctor says, “considering the best forecast which I cay 
make, which is admittedly imperfect, and although my wisdom is ad. 
mittedly imperfect, what treatment do I give to bring the condition 
to the needed level of health as I see it?” 

Now, applying this to our economic situation here today, we haye5 
million unemployed, let us say. Saying that we have 5 million uw. 
employed, in the Economic Report of the President, comports with 
provision No. 1, the current level of employment. 


Then the act requires that you state the needed level. And I gay | 


you have to qualify the needed level—I don’t mean down to the last 
jot and tittle of one man—but you have to say 5 million unemployed 
is much too high, it ought to be about three; or you have to say we 
think that 5 million is about right, if you accept the views of thos 
economists who think that a level of about 5 million unemployed 
protects you against price inflation, is more flexible, keeps bale in 
its place, or what have you. Of course, I do not agree with this 

Or, if the level were 3 million, the view might be, in accord with 
the school of economic thought. I disagree with: The needed level js 
5 million, not because people want more unemployment, but because 
that amount of unemployment would make it easier to prevent in. 
flation. Under that view, with which I disagree, you would want to 
adopt tight-money policies and other policies to let the economic slack 
get a little bigger. I would want to reduce the level to 2 million 

But the first thing that you do, after you look at the actual level, is 
say, “What is the needed level ?” 

Vhere does the forecast come in? A forecast is a guess as to what 
will happen if you do nothing. A forecast is neutral as to policy. A 
forecast is merely an appraisal by an economist to the effect that with 
policies as they now are, private and public, and unemployment at 5 
million, our forecast is by December it will be 3 million, 4 million, 8 
million, or 1 million. That isa forecast. 

What is policy ? 

Policy takes both the forecast and the needed level, and says, asa 
civilized nation, believing in the power of man within limits to sha 
his own destinies, we are going to review the economic policies of the 
Government and try to bring the performance into line with the need 
rather than in line with the automatic forecast. That is the meaning 
of the Employment Act. 

And wlhien the Chairman of the Council says that you shouldn't 
have needed levels because of the difficulty of economic forecasting, 
he is confusing forecasts with needs, and thus he is making the Em- 
ployment Act, as the Economic Reports have recently been made, a 
mere sort of mundane report on the Bihsivises situation instead of being 
the marshaling of economic policy to meet our needs. 

The reports of the President under this concept become mere busi- 
ness reports on what has happened and forecasts as to what is going 
to happen, and they don’t do that any better than the Department of 
Commerce. They don’t do it any better than a lot of private organi- 
zations. They are not of much use if that is all they do, because the 
very heart of this act is the setting of goals and the reviewing of 
policy in terms of those goals. That is the difference between a fore- 
cast and a needed level. 
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Mr. Fascety. Dr. Keyserling, it seems to be explicit in Saulnier’s 
statement of objections on this matter that stating quantitative levels 
js not possible from an economic standpoint to a degree that would 
haveany value. This is what I seem to get from this. } 

In other words, why do it, because after you have done it, you don’t 

thing. 
Pale Resaieana. Well, did it have no value during the war when 
we talked about 50 million planes? f 

You may say we are not at war now. We stated during the war 
needed levels on everything. 

Mr. Fasce.i. Well, as a professional economist, can you do it or not ? 

Mr. Keysertinc. We did it during the war. You may say we are 
not at war. But we are in a period between war and peace. We don’t 
need to get as specific and highly tegrated as during war. But we 
can’t afford to go back to the easy ways of complete peacetime or 
laissez-faire economics, because we are in a struggle which may be 
more serious in its outcome than even World War II, and, therefore 
we should not abandon all of the wartime experience—in the wartime 
experience, we learned we could do tremendous things, and we had to 
set goals. We had.to set goals for steel, for copper, for employment, 
and for production, and for purchasing power, and for armies and 
navies, and civilian supplies, and everything else. 

Lam not arguing we should now do it right down to the last brass 
tack as we did it during wartime, because we are in an easier situation, 
but when you swing over to the opposite direction entirely and say, 
when we are conducting this great contest. with the totalitarians, that 
we can afford to have Economic Reports under the Employment Act 
which are nothing but business reports on what the situation is now 
and what economists forecast, this is a complete abandonment of 
public responsibility in extremely critical times. — 

We have to apply today that part of the wartime experience which 
is relevant today. 

We learned during wartime what our economy can do. The reason 
people are reluctant to benefit by that experience is because they think 
of the horror of wartime, the bloodshed, the restraints, the controls. 
Nobody has ever told the American people what we could do to raise 
the standard of living, to better the lot of poor people, to have the 
schools we need, to improve the human society in an economic sense, 
if we use some of the economic experience of wartime without the great 
strains of wartime and without the great diversion to wartime pur- 
poses. 

If we started doing this now, we would be able to pay for our na- 
tional security, and we would be able to have our schools, and our 
high rate of economic growth. 

Chairman Dawson. Mr. Smith, any questions ? 

Mr. Smrru. I have a couple of short questions to ask of my col- 
leagues. I am not quite clear. As I understand it, in their bills as 
they amended them, they will read to the effect that the Council of 
Economic Advisers will formulate and recommend national economic 
policy to promote employment, production, purchasing power, and a 
relatively stable price level, and in particular Dr. Judd refers to in- 
creased productivity, hoping that that will reduce prices, as I under- 
stood it,so that consumption would increase. 
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Mr. Jupp. I wouldn’t put that into the act. I was expounding how 
I believe more attention to this additional specific objective will jp. 
crease employment; in fact promote maximum employment not re. 
duce it. The two objectives supplement each other. 

I think that adding at the end, after “purchasing power,” the words, 

“and a relatively stable price level,” is better than the language of my 
own bill. It does not specify individual prices; some w ill gO Up, some 
will go down. That may depend upon weather and all kinds of un- 
controllable factors. But stability of the basic overall price level, | 
think, is the objective we should have alw: ays in mind along with, not 
in conflict with, the other three. 

Mr. Smirn. What I am trying to get at is your intent, which might 
be interpreted under this act if it were enacted. Your intent, then, it 
seemed to me, for increased production and a stable price level is 
inconsistent, in many fields at least; or are you putting the emphasis 
on the level. 

Mr. Jupp. That is right. And my main contention is that they 
are not inconsistent. 

Mr. Sairu. If you increase production in a particular field, under 
the old school of economic theor y at least, the level of prices comes 
down, unless you have an offset in increased consumption. 

Mr. Jupp. Yes. But if, with the same amount of capital and the 
same amount of labor, you are able to produce more goods and if 
some of the increased earnings goes into high wages and some into 
higher profits, but more of the increased earning ‘into reducing the 
price of the goods, then you increase the purchasing power of every 
single consumer in the United States. He can buy more goods and 
therefore there is more production and therefore there is more employ- 
ment. 

Mr. Smirx. But you don’t have a stable price level. Haven't you 
reduced the price? 

Mr. Bennerr. Well, the purpose of the bill is not necessarily to fix 
a finite price on a product, it is relative stability, reasonable stability, 
that is sought. 

Originally, the reports on this type of legislation, everybody ap- 
proved the original drafting which was relative stability, and then 
one or two people said, including the administration and the Bureau 
of the Budget—said they felt a ‘reasonably stable level of prices was 
preferable language. 

Actually, there is not a great deal of difference between the two 
words, but both of those provisions are before this committee in 
separate bills. 

Mr. Smirx. I just wondered what your intent was, because it 
seemed to me that your original language was not inconsistent, but 
that this language is inconsistent. A stable price level is different 
from relative stability of prices. In other words, the latter is relative 
to production and relative to consumption and relative to so many 
things. 

Mr. Bennett. I think that is the reason why they wanted the word 
“relative”, and that is the language of the recent bill. 

Nobody as far as I know disagrees with that language, relative 
stability, as distinguished from reasonable stability. 

Mr. Smirn. That is quite different from saying you have a reason- 
ably stable price level. 
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Mr. Bennett. Well, I gave in when I found somebody preferred 
the other. But nobody disagrees with this language in the last bill 
as far as I know. 

Mr. Fasceti. Will the gentleman yield at that point? 

We have had a new concept. Mr, Brown of this subcommittee is 
for maximum stability. He stated so yesterday in the committee 
hearings. ; 
Mr. Bawserr. Well, I don’t believe there is anybody—prior to this 
knowledge of Mr. Brown—who has quarreled with this objective of 
the bill. There are certain things, like deficit spending without taxes 
in relatively prosperous times which are properly subject to some 
thought. I must add unreasonable demands by management and labor 
executives taken without increasing productivity. There are ques- 
tions of increasing value behind the paper money, and the awful im- 
pact of the national debt and the funding of this. All of these are 
things something needs be done about. j 

It seems, amending this bill in this fashion would accomplish this 
and accomplish no harm, I can’t see any harm. 

Mr. SuirH. Do you really think that the wording that the Bureau 
of the Budget recommends is better than your original wording ? 

Mr. Bennett. Well I think it is as good, and T think it does meet 
some of the objections that people had to the original language, which 
was “relative,” because there are some connotations to that word which 
are not found in the word “reasonable.” “Reasonable” gives you a 
broader base upon which to work. But I certainly wouldn’t quarrel 
with the committee. 

I would be delighted with either one of them, because I think either 
one of them would accomplish the objective. 

Mr. Smiru. I just wanted to clear that up, because it seemed to me 
when you say you want a stable price level, you are saying to all of 
these people you talked about that are on social security, and so forth, 
that you cannot look forward to a better standard of living through 
prices coming down on these items where production costs are less. 

That just seemed inconsistent to me, because we hope that more 
production and more employment and more productivity would make 
available some of these items at lower prices so these people can have 
more. But if you have a stable price, I don’t see how— 

Mr. Jupp. I think you said it correctly when you said “relative.” 
It is relative to the other factors. That is what I think ought to be 
said. 

You have to take these three together and if we keep a good balance 
between them, they are not in conflict—maximum employment, pro~ 
duction, and purchasing power. 

Mr. Bennetr. If I were completely candid about it, I guess I 
would say the word “relative” to me had no real objection, and it 
isas good a word as can be chosen. 

You asked for a choice, and I think I personally would slightly pre- 
fer the original language of “relative” for the reason you so well 
pointed out. 

Mr. Sirn. That is all I have. 

Chairman Dawson. Mr. Reuss? 

Mr. Reuss. No questions, Mr. Chairman. 

Chairman Dawson. Mr. Indritz? 
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Mr. Inprrrz. Dr. Keyserling, you stated initially that you thought 
the Employment Act was more honored in the breach than in com. 
pliance. 

Initially, I thought I understood you to say that you favored the 
bill, and then toward the end of your discourse you indicated that 
you didn’t favor the bill. 

I would like to ask, from the standpoint of the draftsmanship prob- 
lems which we might have on Congressman Reuss’ bill, would you 
favor enactment of the language in section 1 of the bill, that is, to 
add a new section 6 to the act, excluding, as I think I understood, 
the “provided” clause in subsection (d) which you would not approve, 
In other words, would you favor the enactment of subparagraphs 
(a), (b), (c), and (d) of the proposed section 6, excluding the “pro- 
vided” clause which deals with the President’s disclosure of disagree. 
ments? 

Mr. Keyserirne. My view on section 1 was this: 

First, I agree with the “provided” clause as applied only to the 
Federal Reserve System. 

Mr. Inprrrz. But not as to the others ? 

Mr. Keysertina. Not as to the others. I do not think that the 
President should have to disclose to the public his disagreement with 
agencies under his control and supervision. 

Mr. Inprirz. If the phrase “Federal agency” and so forth were 
amended to read “Federal Reserve Board,” would you agree with the 
“provided” clause ? 

Mr. Keysertine. I would, because I think it is a compromise way 
of bringing the monetary shenanigans of the Federal] Reserve Board 
a little bit more within the purview of the executive branch and the 
Congress. 

Mr. Inprirz. Would you agree with the enactment of subpara. 
graph (a) ? 

Mr. Keyseriing. I said there that I think the President. is required 
to do that now, but since it hasn’t been done for so many years, and 
since IT know T had such a hard time doing it when I was on the 
Council, I see benefit in the Congress telling him to do it. But I do 
not favor writing price stability into the act, because T think that is 
writing into the act a particular theory of economic means rather 
than a basic objective of economic progress. 

Mr. Inprirz. Even though the “concept of reasonable nrice sta- 
bility” is a parenthetical clause under “purchasing power”? 

Mr. Keryseriina. It just fusses it up. 

Mr. Inprirz. Then I assume you would disagree even more with 
Congressmen Bennett’s and Judd’s bills, which make price stability 
an objective coordinate with the objectives of “maximum employment, 
production, and purchasing power” ? 

Mr. Keyseriine. The act should indicate the basic objectives of the 
Nation’s economy, and should not legislate the means of attairiment, 

There have been lots of times, in our economy, when we didn’t want 
price stability. Let’s be honest about it. 

Second, suppose there is overall average price stability, but a 
catastrophic decline in farm prices, inflicting a terrible social and 
economic injustice upon 20 million farm people, and doing great dam- 
age to the whole economy because of the distortions, is this OK just 
because there is average price stability ? 
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Mr. Inpritz. Would you therefore exclude the parenthetical clause 
in lines 2 and 3 on page 2; namely, “including the concept of reason- 
able price stability 9 : pete 

Mr. Keysertinc. I don’t believe any price policy is right except the 

rice policy which results in the internal price adjustments consistent 
with maximum employment, production, and purchasing power, which 
includes the servicing of our great needs and social justice. This may 
be a rising price level, a stable price level, a falling price level, or a 
price coat where part is rising and part falling. ‘This has been true 
all through our economic history. The greatest depression we ever 
had came after a stable price level, and while I don’t believe that 
rising prices are necessary or desirable, it just happens that the greatest 
period we ever had in the United States, in the accomplishment of 
economic justice through the improved redistribution of real purchas- 
ing power, occurred during a period of rising prices. 

don’t say that the price inflation was essential to it, but I am 
simply saying that economists just don’t know enough about this to 
write it into legislation. That is my view, although I very much 
appreciate and admire, although I don’t happen to agree with, the 
judgment of other people on this subject. , 

Mr. Inpritz. Would you agree with paragraphs (b) and (c) ? 

Mr. Keysertinc. Do you mean on the quantification / 

Mr. Inprirz. Yes, the quantification and the supplementary recom- 
mendations. 

Mr. Keysertinc. Yes, I certainly do. I think it is in the law, but 
they haven’t done it for 10 years. 

Mr. Inprirz. You objected to section 2 of the bill, which dealt with 
the matter of public hearings by the Council. 

Now, Congressman Reuss suggested new language which would pro- 
vide that the President, “directly or through any Federal agency he 
designates,” would hold the hearings. 

Do you object to section 2 as thus modified ? 

Mr. Keyseruine. I don’t object to buying my wife a diamond brace- 
let-when I can afford it, but first I want to buy the things that we need. 

My only objection to this—and it isn’t really an objection—is that 
it does not reflect the top priorities of our problems. Let’s try to do 
some of the things which are of top importance, before we bog the 
Government down in the terrifically difficult matter of prices and 
wages, especially when inflation is not now a major problem. 

ow, I will admit I am affected on this by the thinking of people. 
All of us are so affected. It is the essence of our free institutions that 
we are dubious about giving powers to government, Democrats or 
Republicans, when we are extremely dubious as to how they are going 
to exercise them. I have seen an administration which for 2 or 3 
years has been carrying on a crusade against the wage earner. I am 
not here as a representative of the wage earner, and I am not here as a 
representative of labor leaders. But propaganda has been carried on 
to.the effect that wage increases have been responsible for price in- 
flation. I don’t believe economic analysis will support that. I don’t 
believe you can support it, at a time when so many people are unem- 
ployed, because the purchasing power is too low to purchase the goods 
at the present price level. , 
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The same propaganda has been used against the American farmer. 
The economist who recently made the strongest and most powerfy] 
statement on using the antitrust laws to break up the labor unions, gp 
they couldn’t ask for these wage increases, was the one who said we 
should get rid of price supports and turn the farmer over to disaster. 

I don’t believe in this kind of economics. So long as this kind of 
economics is entrenched in the Government, I don’t want to see them 
put into reviewing collective bargaining and pricemaking. TI am 
afraid to entrust them with that for the time being. 

Let’s get the President and the Council of Economic Advisers to 
write Economic Reports closer to what was originally intended. They 
don’t understand this business of setting goals, but it is essential in the 
world struggle we are in. That would be a constructive improvement, 
Bringing the Federal Reserve under the purview of the Presidents 
Economic Reports would be another improvement, 

Also, we should bring our spending, tax, monetary, and regulatory 
policies into better line with the realities of our goals, 

Now, when we have done a better job on all this, and when we have 
shown as a Government and as an administration that we are better 
able to handle the things we have been handling for a century, that 
will be time to consider whether the Government should handle prices 
and wages, and I don’t make an arbitrary distinction between regu- 
lating them and handling them. 

I don’t think a government should ever hoodwink the public, and I 
don’t think the Government should ever bluff. I think, basically, that 
a government which is reviewing a particular wage dispute, holding 
hearings on it, making findings on it, even issuing advisory. studies on 
it, and then saying, “But we are not responsible for it. We are not 
affecting it,” would be trying to do the unrealistic, The Govern- 
ment would have to withdraw or go much further into regulation of 
prices and wages. I am against that, in times like the present, 

Chairman Dawson. I think this would be a nice point to hear from 
labor. 

Our next witness is Mr. Stanley Ruttenberg. Mr. Ruttenberg is 
director of the department of research, AFL-CIO. 


STATEMENT OF STANLEY RUTTENBERG, DIRECTOR, DEPARTMENT 
OF RESEARCH, AFL-CIO 


Mr. Rutrenserc, Thank you very much, Mr, Chairman. 

I have been sitting here greatly interested in the discussion that has 
been taking place between Mr. Keyserling and the members of the 
committee, and two Congressmen who have also read statements. 

I would like to get right in and discuss the issues which they have 
raised. 

Chairman Dawson. Suppose you file your statement. 

Mr. Rurrenserc. The time is late. If I could file the statement, I 
would appreciate it. 

(The statement follows :) 


STATEMENT OF STANLEY H. RUTTENBERG, DIRECTOR OF RESEARCH, AFL-CIO 


We appreciate this opportunity to testify on the important question of 
whether the Employment Act of 1946 should now be amended. 
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At the outset we want to make clear how important it is for this committee 
to devote these hearings to this critical issue. I think it is fair to say that 
during the past few years the American economy has not been living up to the 
expectations that all of us have had. These hearings can be a valuable aid in 
determining whether there is any way to improve this record through amend- 
ments to the Employment Act of 1946. 

There seem to me to be three deficiencies in the way in which our economy 
pas been operating. 

(1) Recessions have continued to mar the postwar development of the econ- 
omy. The 1958 recession was more serious than the recession of 1954 or 1949. 
Even today, almost a year after the low point of the recession, the latest 
monthly data show that there are 4.7 million workers unemployed, or over 
6 percent on a seasonally adjusted basis. In addition, the full-time equivalent 
of individuals who are working only part time because they cannot find full- 
time jobs would add another 1 million to the count of the unemployed. While 
production and incomes continue to improve with the recovery from the reces- 
sion, there is very real doubt that the United States will have this year a fully 
sustained recovery. 

(2) Even in recent prosperous times our economy has not grown at a rate 
sufficient to meet America’s need for rising living standards, public services, 
and an adequate defense. While the rate of growth was close to 5 percent for 
the years 1947-52, from 1953 to 1957 (omitting the recession year of 1958), the 
growth of the economy, as measured by the increase in gross national product, 
has only been equal to the increase in the population so that there has been 
no improvement whatsoever on a per capita basis. 

(3) The behavior of prices has caused a great deal of concern particularly in 
recent years. It is our belief that much of this concern has been exaggerated 
because the statistics show that the American economy has compiled a far 
better record for price stability than practically all the other industrially ad- 
vanced nations. Nevertheless, organized labor is as much concerned as any 
other segment of the population in preventing inflation and in taking whatever 
measures are necessary to maintain reasonable price stability. 

These are three issues we feel which any legislative committee examining 
the American economy in 1959 will have to consider. It is a worthwhile in- 
quiry to ask whether there is some way that amendments to the Employment 
Act can aid our economy in dealing with these three issues, the recurrence of 
recessions, the lack of economic growth, and the continuing rise in prices. 

Nevertheless, we think a word of caution is in order. These three issues 
which our economy faces involve very complex economic problems. The argu- 
ments for and against particular proposals have to be carefully weighed. In- 
formation on which to judge the merits of particular proposals may be lacking 
at the present time either through deficiencies in our economic statistics pro- 
gram, or because the data available do not point to any clear-cut conclusions. 
It may be, for example, that a legislative measure which appears to be a defini- 
tive answer to one of these three economic problems would make the other two 
more difficult of solution. 

We also think this committee will want to recognize one additional fact. On 
Monday of this week, both Houses of Congress approved a resolution appro- 
priating $200,000 to finance a comprehensive study of our economy by the Joint 
Economic Committee. The AFL-CIO has long been in favor of such a compre- 
hensive investigation, and at its most recent meeting the AFL-CIO executive 
council adopted a resolution which sets forth a number of points which we 
would like to see covered by such an investigation. I am attaching a copy of 
this resolution to my testimony. 

We are very hopeful that this investigation by a committee comprised of 
Members from both Houses of the Congress, and from both political parties, 
will be able to reach some meaningful conclusions regarding legislative meas- 
ures to help find answers to the three economic problems I previously outlined. 
However, until this committee submits its report, any legislative action affecting 
the Employment Act of 1946 might well be premature and could run counter 
to conclusions which the Joint Economic Committee might reach in its deliber- 
ations. 

Thus, unless there is overwhelming evidence that any amendment merits sup- 
port, it would seem best to withhold action until the Joint Economic Committee 
has submitted its findings and recommendations. 

With this as background, I would like to proced to discuss the various bills 
that are now before the committee: 











100 AMEND EMPLOYMENT ACT, 1946 


H.R. 2772 (Judd, Republican, of Minnesota). 
H.R. 5552 (Ostertag, Republican, of New York). 
H.R. 5658 (Bennett, Democrat, of Florida). 

These three bills are identical. They embody in legislative language the Dro- 
posal made by the President “to make reasonable price stability an explicit goal 
of Federal economic policy, coordinate with the goals of maximum production, 
employment, and purchasing power now specified in that act.” This Proposal 
has been suggested in previous years, although this is the first time it Comeg ag 
a specific recommendation from the President. 

We think that such a proposal is not only completely unnecessary but also 
possibly pernicious. The present wording of the act specifies that the goal of 
legislative economic policy shall be “maximum employment, production, and 
purchasing power.” What meaning can be attached to the phrase, “maximum 
purchasing power’? Surely this does not mean simply a continual accumula- 
tion of money income in the hands of the consuming public. Obviously, it does 
include the power which money income has to buy goods and services. To mayi. 
mize this purchasing power must of course involve the requirement that Drices 
remain stable. 

We think, therefore, that the concept of price stability has always been g 
part of the Employment Act. Moreover, if this amendment were to become law 
we are at a loss to understand what additional steps or measures could possibly 
be taken that have not already been taken or that cannot now be taken by either 
the President or the Congress. Certainly, the lack of this amendment in the 
present law has not prevented the President or the Congress from adopting 
measures aimed at maintaining price stability. We fail to see how the adoption 
of this amendment could in any way add to the arsenal of weapons available 
either to the legislative or executive branches of the Government in developing 
policies to achieve price stability. 

For the information of this committee, we have carefully reviewed the various 
economic reports of the President beginning with the year 1954 in order to deter. 
mine the extent to which price behavior and price policy have been made the 
subject of Government action. The results of this inquiry, included in the 
appendix to my testimony, make it abundantly clear that price stability has been 
a continuous concern of the present Eisenhower administration. 

Organized labor is as much concerned with attaining price stability as any 
other segment of society. Yet this committee and the Congress surely would 
want to be certain that this objective of legislative policy was viewed in its 
proper context. Distinguished American economists have raised a question of 
whether the United States can achieve a maximum economic growth and at the 
same time maintain complete price stability. If this amendment should gain 
congressional approval, it could be interpreted as supporting the views of those 
who are inclined to favor measures to be taken, for example, by the Federal 
Reserve Board, to maintain price stability even at the expense of a relatively 
high level of unemployment, and a possible slowdown in the rate of economic 
growth. We see a danger, therefore, in congressional action which would focus 
exclusively on the problem of price stability without at the same time recogniz- 
‘ing the necessity for an accelerated rate of economic growth and for minimizing 
the hardships caused by unemployment. 

H.R. 1225 (Bentley, Republican, of Michigan). 

H.R. 3317 (Johnson, Democrat, of Colorado). 

H.R. 5508 (Hechler, Democrat, of West Virginia). 

House Joint Resolution 238 (Zablocki, Democrat, of Wisconsin). 

Each of these bills has the same general aim as the administration bill. The 
bills introduced by Congressmen Hechler and Johnson are identical. In the 
ease of Congressman Zablocki, his proposal is written in the form of a joint 
resolution. 

Our comments with regard to these bills are similar to the points we have 
made with regard to the administration bills. We see nothing in the language 
proposed in these bills which alters the conclusion we have previously reached; 
namely, that such proposals are unnecessary, and could possibly turn out to be 
damaging to the formulation of U.S. Government economic policy. To single 
out any one of the three major objectives set forth in the Employment Act 
(employment, production, or purchasing power) would distort the balanced 
approach needed in Government economic policy. Yet this is what the proposed 
amendments would do. 

H.R. 4870 (Reuss, Democrat, of Wisconsin). 
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This bill falls into a separate category because it is concerned not merely with 

the problem of rising prices but also with the coordination of overall monetary 
it policies. 
Me of these two aspects of the bill deserves some special attention. 

Congressman Reuss has obviously been concerned about the impact of mone 
tary and credit policies on the economy as a whole. We too have felt that fre- 
uently the major agency in charge of developing monetary and credit policies, 

the Federal Reserve Board, has been making policy decisions without fully con- 
sidering the impact which those policies are likely to have on the economy as a 
. Reuss’ answer to this problem is, in effect, to write into law a 
reminder to the President that his annual Economie Report and his recommen- 
dations for economic policies should specifically deal with monetary and credit 
policies, and furthermore if the Federal Reserve Board should disagree with 
these Presidential recommendations, “the President shall report such disagree- 
ment to the Congress, together with a statement from the disagreeing agency of 
i asons.” 
caress to us that this is an unnecessarily roundabout method for approach- 
ing the problem. We also doubt whether this proposal would remedy the pres- 
ent difficulty. As the law now stands, the President has sufficient authority to 
recommend monetary and credit policies and to include as much discussion and 
as many policy recommendations as he so desires in his annual Economic Re- 
port. While in the past the President’s Bconomic Report may not have included 
sufficient recommendations and policy guidance in this field, it wasn’t because 
the President had insufficient authority in legislation but rather because he 
simply didn’t desire to do so. Consequently, it seems to us that the major issue 
here is not the lack of sufficient legislative authority but the lack of appropriate 
administrative policy. 
' We do feel strongly that major changes are needed in the manner in which 
major decisions on monetary and credit policy are reached. We have been par- 
ticularly concerned that the decision-making group within the Federal Reserve 
System is comprised almost entirely of men with professional banking experi- 
ence. We feel that basic legislative changes are needed to alter the composition 
and manner of selection of members of the Federal Reserve Board, the directors 
of the regional Federal Reserve banks, and the all-important Open Market Com- 
mittee. Until this is done, the development of monetary and credit policies in 
the U.S. Government will not be in the hands of a group representative of all 
aspects of American life, but rather a group whose background reflects the par- 
ticular interests directly affected by money and credit policy. 

The Reuss bill does not in anyway affect the basic operations of the Federal 
Reserve System. We do not see how the mild suggesttion in the Reuss bill can 
begin to solve this most critical problem. 

The other aspect of the Reuss bill relates to the problem of price stability. 
Here again, it seems to us wiser for Congress to withhold approval of any legis- 
lation in this area until it has before it the report and findings of the investiga- 
tion of the Joint Economic Committee. 

However, the provisions relating to price stability proposed by Congressman 
Reuss differ from those of the administration bill and deserve some special com- 
ment. The bill would write into the Employment Act of 1946 the goal of price 
stability in a different way than the method proposed by the administration. 
The major differences appear to us to be the following: 

(1) In the Reuss bill the goal proposed is “reasonable price stability” rather 
than simply “price stability” such as in the administration bill. The latter is 
open to the interpretation that it would constitute an absolute goal for economic 
policy, taking priority over any other objective such as “maximum employment” 
or “maximum production.” 

(2) The goal is introduced into the act in a far more realistic way than in 
the administration bill. Instead of setting up a Separate objective for price 
stability, the Reuss bill adds the phrase, “including the concept of reasonable 
price stability” as a parenthetical phrase following the goal of “maximum pur- 
chasing power.” This ties together the purchasing power and price stability con- 
— and thus merely clarifies what to us was the obvious intent of the original 

Ww. 

(3) Along with the goal of “reasonable price stability” this bill adds the con- 
cept of “sustained growth” as a parenthetical phrase carrying out the concept 
of “maximum production.” ‘This seems to us a most valuable addition to the act, 
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because it makes absolutely clear the importance of continual growth in the 
American economy. Just as the concept of “relative price stability” is an elab- 
oration of the goal of “maximum purchasing power,” the concept of “Sustained 
growth” is an elaboration of “maximum production.” 

Nevertheless, improved as the language is over the administration bill, we 
still do not think an amendment to the Employment Act should be considered 
in advance of the Joint Economie Committee’s investigation. 

In addition to setting the goal of “reasonable price stability,” the bil 2008 
one step further in developing governmental policies regarding price increases, 
It would authorize the Council of Economic Advisers to hold public hearings ra 
garding price increases which have been proposed by firms in industries Where 
“most of the output is produced by relatively few firms.” Similarly, such hear- 
ings could be held on the subject of wage increases in case the firm Proposing 
the price increases has declared wage increases to be a cause of the Proposed 
price change. The Council is also given authority to issue factual summaries 
of such hearings and, where it is considered desirable, to issue “advisory 
statements.” 

We think this proposal needs more study before being enacted and it ig for 
this reason that we have listed it as one of the items which the Joint Economie 
Committee should study in its present investigation. We definitely are interesteg 
in learning more about such a proposal. For example, we note that there are no 
sanctions included in Congressman Reuss’ bill, and we are not certain how 
effective such a public hearings procedure could be in the absence of sanctions 

If such a hearings procedure is adopted, we doubt that the Council of Beo. 
nomic Advisers is the proper agency to handle this matter. The Council is part 
of the Executive Office of the President and as such clearly serves in a confidep. 
tial capacity to the Chief Executive. Because of this relationship, it does not 
appear to us that the Council is best equipped to hold public hearings and isgye 
advisory statements. Such a function would seem to be better placed in the 
hands of one of the quasi-judicial agencies of the Government. 

We question whether the introduction of wages as a separate issue into such 
a procedure for public hearings serves any useful purpose. It must be remem- 
bered that wages are the product of collective bargaining in which representa- 
tives of management have a voice equivalent to the representatives of the 
workers. In a public hearings procedure, if a corporation contends that a pro- 
posed price increase is necessary because of changes in wages, then the wage 
issue becomes one aspect of such a price hearing. However, this is a far differ. 
ent matter from holding hearings on proposed wage changes which may never be 
reflected in higher prices. We do not feel that the record of wage changes in 
recent years in any way justifies Government intervention at the collective 
bargaining table. 

In conclusion let me say again that we have carefully reviewed the provisions 
of these eight bills which are now before your committee. We are sympathetic 
to the concern which many Members of Congress have expressed regarding the 
need for Gevernment action to deal with price increases. However, we feel that 
before any legislation is considered on this issue it must be placed in proper 
perspective to the recurrence of recessions and the lack of economic growth. 
Congress will be in better position to legislate on these questions after the Joint 
Economic Committee has completed its investigation. Moreover, it is important 
to recognize that at the present time prices as a whole have been relatively 
stable for almost an entire year, and that the pressing economic issue for 1959 
is unemployment and a lagging rate of recovery from the 1958 recession, rather 
than any general concern over the problem of inflation. 


STATEMENT OF THE AFL-CIO Executive CouNCIL ON PROPOSAL FOR A STUDY OF 
Price CHANGES, SAN JUAN, P.R., FespRuARY 24, 1959 


Relative price stability in the past year, and its probable continuation in the 
months immediately ahead, present the Nation with an appropriate environment 
to begin a serious study of the causes and means of curbing the varying type of 
rising prices we had in the post-World War II period. 

Although there has been much talk about inflation in recent years, there has 
been little solid information and factual analysis. Misinformation and prejudice 
have tended to replace careful judgment on this issue, even in high places 

The American system of collective bargaining frequently has been blamed for 
inflation, although about three-quarters of the postwar rise in the price levels 
clearly related to the aftermath of World War II and the Korean conflict. 
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When industrial costs and prices rose in 1956-57, because of business and 
Government policies, wage inflation was denounced throughout the land by busi- 
ness spokesmen and some Government officials. cy ; { ie 

Successive price increases by several key industries, with the aim of driving 
down break-even points to 50 percent or less of capacity operations, have often 
peen cited as proof that unions in basic industries are the villains. a 

Price boosts for foods, that have been caused by weather and crop conditions, 
have been confused with trade union wage policies. Even rising costs of medical 
care have been blamed on collective bargaining. am 

Such displays of naked prejudices must give way to factual analysis, if a proper 
diagnosis of inflation is to be developed. Without an adequate analysis of the 
problem, it will not be possible to prescribe rational remedies. It is time that the 
facts were examined. ah ae ht ; 

We urge the Congress to conduct an extensive investigation and analysis of 
the price structure and its major sectors as a basic requirement for developing 
the factual information that is needed for sound economic policy decisions. 
Such an investigation has now been proposed by the Joint Economie Committee 
of the Congress. Its purpose should be a factual analysis of the causes of the 
rising postwar price level and the presentation of possible remedies that are 
pased on the preservation of free institutions in a growing and expanding econ- 
omy. s p 

We further urge that the Joint Economic Committee in its proposed study give 
careful consideration to the various proposals that have been suggested for curb- 
ing price pressures, including the following: 

(1) The advisability of adopting a comprehensive, standby economic stabili- 
zation program, to be installed in the event of a national emergency. There is 
no standby legislation of this type at present—including limitations on bank 
credit and on speculation in the commodity exchanges, as well as price, wage, 
and rent regulations. 

(2) Since some of the inflationary pressures of the postwar period have arisen 
from price movements of basic raw materials in world markets, the development 
of an antiinflation program should include an examination of methods to stabilize 
the price of such materials. 

(3) The ability of the executives of the dominant corporations in strategic in- 
dustries, such as steel, auto, and oil refining, to raise prices, regardless of economic 
conditions in recent years, represents a major problem that must be solved if the 
Nation is to achieve relative price stability. 

A possible solution, among others that should be considered, is the establishment 
of a Government price supervision agency, with investigatory and subpena power, 
to investigate and publish the facts involved in declarations of intent to increase 
prices by the dominant corporations in specific key industries, whose prices are 
administered. The focus of public attention on the facts concerning the cost-price- 
profit-investment policies of the Nation’s dominant industrial corporation, may 
provide, sufficient curbs to the corporations’ price-raising ability without the need 
for more stringent regulations. 

Other possible solutions to this problem that should be examined include 
stronger antitrust measures and Government research to speed up the develop- 
ment of new materials that can provide competition for the products of major 
industries whose markets are dominated by giant corporations and Government 
assistance for smaller businesses. 

(4) A variety of other legislative measures affecting the pricing process also 
should be closely scrutinized by such a Commission. Among them are the sug- 
gested changes in the Employment Act of 1946; possibly amendments to the basic 
authority for monetary and credit controls; additional measures for curbing 
speculation in commodities, U.S. Government bonds, and on the Nation’s financial 
markets. 

(5) The Government’s agricultural programs should be reexamined, with a 
view toward stabilizing food prices, while attempting to maintain family farming 
as a valuable national asset. An approach that should be considered might be a 
program of income support for farmers, rather than price supports, and limitations 
on the total amount of subsidies that any farm enterprise can receive. 

(6) All parts of the economy should be examined for the possible development 
of efficiencies, lower costs, and reduced profit margins. Prices have been rising 
slowly for many years on such varying activities as education, medical care, and 
repairs, comprising about 15 percent of consumer expenditures. Facts concerning 
these important areas, however, are sparse and there has been little analysis of 
possible avenues toward relative price stability. 
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(7) The advisability of establishing a consumers’ agency within the Govern. 
ment, should be considered. There is a widespread lack of knowledge, at present, 
about basic factors in family living costs—such as the quality of goods and interest 
costs of installment and personal loans. A Federal program of research, educa. 
tion, and the preparation of published materials, which the Government already 
provides business and farmers, should be established to aid the consuming public, 


APPENDIX 


Citations from recent Economic Reports of the President showing comments 
and recommendations regarding pricing policies : 


[Source: “Economic Report of the President,” January 1954] 


“* * * Our economic goal is an increasing national income, shared equitably 
among those who contribute to its growth, and achieved in dollars of stable buying 
power * * *” (p. iii). 

“* * * Government must use its vast power to help maintain employment and 
purchasing power as well as to maintain reasonably stable prices * * *” (p, iy), 

“* * * These, then, are the conditions of economic progress in our country and 
in our times. To forge ahead as our Nation can, the Government must foster 
competitive enterprise, strengthen economic incentives, and promote scientific and 
technological knowledge. It must use its vast powers to help protect the stability 
of the purchasing power of money, to help maintain employment at a high level, 
and to help provide a floor of security for the individual. It must not only join 
with other nations, but should be prepared to lead them, in solving the problems 
of international trade and currencies * * *” (p. 8). 

“Throughout 1953 the Federal Government was guided by the broad objectives 
outlined in chapter 1—the stimulation of output and employment, the protection 
of the purchasing power of the dollar against further shrinkage, the wide distribu- 
tion of the fruits of expanding activity, and the extension of international trade 
and investment * * *” (p.49). 


[Source: ‘““The Economie Report of the President,” January 1955, pp. 1-2] 
“TY. OBLIGATIONS OF FEDERAL GOVERNMENT UNDER EMPLOYMENT ACT 


“The Hmployment Act 


“* * * The authors of the Employment Act wisely recognized that the main 
source of the economic strength of a nation consists in free innstitutions and the 
qualities of its people—their ambition, skill, enterprise, and willingness to make 
great efforts in their own behalf and in behalf of their families and communities, 
The act therefore emphasizes economic growth rather than the meer stoppage or 
alleviation of business contractions. And it stresses the importance of using 
the powers of Government ‘to foster and promote free competitive enterprise,’ 
which has been the great energizer of our own Nation and of every other nation 
that has possessed th wisdom to submit to its discipilne. 

“* * * In framing the Employment Act, the Congress recognized that the 
Government has no way of guaranteeing prosperity and that, if a recession 
occurs, no single action or rule of policy will necessarily suffice to generate a 
lasting recovery. The act does not prescribe what means are to be used by the 
Federal Government in promoting the basic objective of maximum employment 
and production. It does, however, specify that the means must be consistent 
with the “needs and obligations” of the Government and with “other essential 
considerations of national policy.” In other words, in implementing the Employ- 
ment Act, the Federal Government is subject to certain constraints. Among 
other things, it must honor the constitutional rights of individuals; it must 
respect the authority of the States; and it must protect the integrity of the 
money in which contracts are expressed and payments made. 

“The Obligation of the Federal Government under the Employment Act ‘to 
promote maximum employment, production, and purchasing power,’ and to do 80 
by means that are consistent with ‘other essential considerations of national 
policy,’ is not always remembered. Some citizens, lacking faith in the ability of 
the private economy to generate a high level of activity espouse a steadily 
increasing role for Government. They urge new public undertakings and unbal- 
anced budgets as devices for augmenting private demand, often with little regard 
to the cause or magniture of any deficiency in demand. Other citizens, adhering 
to what they regard as the ultimate economic verities, are critical of any 
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governmental action that is designed to prevent or to minimize the rigors of 
depressed incomes and unemployment. a» _ 

“These are extreme and doctrinaire positions. If the one is insensitive to the 
inequities of inflation, the other is insensitive to the misfortunes of depression. 
Bach carries the danger of undermining, sooner or later, our system of free 
competitive enterprise. Neither is suited to our needs or our times. The 
American people believe firmly in economic freedom, but will not passively 
accept depression or inflation. The need of our times is for economic policies 
that, in the first place, recognize the proven sources of sustained economic 
growth and betterment, and in the second place, respect the need of people for a 
sense of security as well as opportunity in our complex and industrialized 


” 
society. [Source: “Economic Report of the President,’ January 1957] 


«“* * * Government must use all practicable means to promote high levels of 
production and employment, and to contribute toward achieving an expanding 
and widely shared national income, earned in dollars of stable buying power * * *” 
(p. iii). ’ : 

“* * * Pressures on prices. costs, and financial resources in 1956 called for 
the continuation of policies designed to counter inflationary forces * * *” (p. Vv). 

“# * * High costs of raw materials and wage increases that tended to outrun 
the year’s small gain in productivity were pervasive factors making for higher 
prices * * *” (p.V). am y ‘ ’ 

«* * * The full burden of avoiding price inflation, which is an ever-present 
hazard in an expanding economy operating close to capacity, cannot be success- 
fully carried by fiscal and monetary restraints alone. To place this burden on 
them would invite the risk of producing effects on the structure and functioning of 
our economy Which might, in the years ahead, impair the vitality of competitive 
enterprise. And failure to accept the responsibilities inherent in a free economy 
could lead to demands that they be assumed by Government, with the increasing 
intervention and loss of freedom that such an approach inevitably entails. The 
successful extension of prosperity with price stability must be a cooperative effort 
in which the policies of individuals and economic groups and of all levels of 
Government are consistent with one another and mutually reinforcing * * *” 
(p.3). 

“*# * * As strong expansionary forces began to be felt, the policies pursued 
during the second half of 1953 and 1954 were modified toward the end of the 
latter year. The Federal Reserve authorities reduced slightly the degree of 
credit ease that had prevailed. In January 1955, a Federal budget which brought 
cash receipts and expenditures into balance was recommended. This required 
the postponement of corporate and excise tax reductions scheduled for April 
1955, which was requested of, and granted by, the Congress. As the recovery 
became more firmly established and economic activity continued to expand, Gov- 
ernment policies were increasingly directed toward avoiding excessive demand 
pressures and consequent inflationary price increases. Since the rise in home- 
building and in mortgage debt was particularly sharp, the administration in 
April, and again in July, imposed restraints on the terms of federally under- 
written credit extended for home purchases. Federal Reserve authorities moved 
toward a more restrictive credit policy early in 1955, and maintained it during 
the remainder of the year * * *” (pp. 18-19). 

“* * * Uncertainties are always present, however, and allowances must be 
made for them. One of the most important stems from the present international 
situation. A second relates to the movement of prices. While the moderate 
upward drift of the price level may not yet have run its course, enlarged output, 
improved productivity, and vigorous competition, supported by appropriate 


public and private policies, can help counteract the forces making for higher 
prices * * *” (p. 46). 


[Source : “Economic Report of the President,” January 1956] 
“TII. ROLE OF GOVERNMENT IN MODERATING ECONOMIC FLUCTUATIONS 


“* * * Although governmental efforts to curb inflationary or recessionary in- 
fluences have not always proved successful, knowledge of how business fluctua- 
tions arise and of ways of dealing with them is steadily improving. The events 
of the past 3 years have been heartening. We have seen that our economy can 
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continue to grow with a minimum of instability of employment and Without 
any appreciable change in the value of money. We have seen that wise and 
timely actions by the Government can help sustain a healthy expansion of eco. 
nomic activity and prevent it from turning into an inflationary boom: that 
soundly conceived and well-timed governmental policies, aided by private 
stabilizing influences, can prevent a minor contraction from turning into a 
spiraling depression ; and that neither direct controls over prices and wages hor 
huge public spending programs, are needed to achieve a reasonably stable pros. 
perity. The recent success of governmental policies in moderating economic 
fluctuations, and even more in indicating that this goal may be reached in ways 
that enlarge the scope of individual enterprise, carries a promise of great sig. 
nificance for our own future and that of other nations” (p. 10-11). 
“Prosperity with general price stability 

“* * * The expansion of the economy continued without pause throughout the 
past year. Virtually every month new records were achieved in production, ep. 
ployment, trade, and income, only to be exceeded again a month or two later 
The average level of consumer prices, on the other hand, remained quite steady 
Full employment, rising incomes, and a stable dollar have been cherished goals 
of our society. The practical attainment of these ideals during 1955 was the 
year’s great economic achievement. To derive from recent experiences usefy 
guidance for the future, we must first analyze the processes that led to that 
achievement. The diversities of fortune in our vast economy will receive fy 
attention later in this report” (p. 138). 
“Governmental policy in a time of expansion 

“* * * The preceding sketch of recent economic experience is amplified in ap- 
pendix B and documented by the charts and tables in this report. But even 
this brief summary has sufficed to suggest how the unfolding of prosperity 
generated a degree of exuberance which, if left to itself, could have led to wide. 
spread increases in prices, speculative buying, new price increases, and eventual 
economic recession. The Federal Government keenly aware of its responsibili- 
a = the Employment Act, moved resolutely to prevent such developments” 

p. 28). 


{Source: “Economic Report of the President,’ January 1958, pp. 4—5] 
“Price stability 


“A clear responsibility rests on Government to pursue policies that will help 
prevent inflation. Although the harmful consequences of inflation spread widely 
through the economy, they fall with unequal severity on different individuals 
and on different economic sectors. Some persons may obtain an increase in 
money income that is greater than the increase in living costs, while others 
may fail to do so. Some industries may be in a better position than others to 
adjust prices promptly to rising costs. As a result, the relative economic posi- 
tions of individuals and of different industries may be altered, sometimes in 

yays that harm the national welfare by lessening incentives to enter certain 
essential vocations and by impeding the flow of resources into important sec- 
tors of industry. Similarly, although the investment income of some indi- 
viduals may rise during an inflationary period, that of others, and frequently 
the great majority of those who have only modest savings, does not increase 
at all. Consequently, persons in the latter group suffer a decline in the value 
of the income received and a diminished purchasing power of their savings 
when repaid. The effect is to reduce the incentive to save, which tends to dry 
up one of the major sources of capital upon which maximum employment and 
economic growth depend. Furthermore, price inflation directs activities into 
speculative channels and distorts private and public obligations and contracts 
that are expressed in fixed dollar amounts. Finally, changes in the value of 
money disrupt international trade and financial relations. In these and other 
ways, inflation weakens our capacity to achieve and sustain balanced economic 
growth. 

“The task of restraining price inflation is a continuing one for a free society 
experiencing high production, employment, and incomes over long periods. In 
such a society, pressure on prices may arise from a number of sources. One 
is the rapid increase and concentration of demands on scarce skills and re 
sources and on output which is limited by capacity. Another is the exuberance, 
even imprudence, of some individuals and businesses during good times in 
making commitments that assume continual inflation in prices. Still another 
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is the exercise of economic power by individuals and groups favored by tempo- 
rary conditions or by their place in the Nation’s productive system. 

“we must learn to conduct our economic affairs in ways that will harness the 
expansionary forces of our free economy for the increase of our national 
strength and well-being, and must prevent these forces from finding expression 
in a depreciation in the jalue of our money. This task entails heavy responsi- 
pilities for private individuals and groups, and for Government, to pursue 

licies that will assure that economic expansion provides an increase in real 
output and does not consist merely of larger money values reflecting higher 
prices. A strong and growing economy is needed for our national security, for 
meeting the needs of our expanding population, and for improving our level of 
living. Reasonable stability of prices is needed also, for reasons of equity 
and aS a condition for sustaining economic growth. | Kk ailure to achieve these 

oals would court the danger of controls incompatible with our way of life 
which would eventually impede advances in our economic welfare.” 


[Souree: “Economic Report of the President,” January 1958, p. iii] 


«* * * This change in economic conditions called for adjustments in eco- 
nomic policies. During much of the year, the task of restraining inflationary 
pressures was paramount, and policies were directed to this end. In the clos- 
ing months of the year, and currently, the task has been to facilitate readjust- 
ments in the economy essential to the resumption of sustainable economic 
growth, but to do so without reviving inflationary pressures * * *.” 


[Source: “Economic Report of the President,” January 1958, p. v] 


“The challenge to economic policies 

“A yealistic appraisal of our economic prospects, though it warrants con- 
fidence, also requires that we acknowledge an unfavorable feature of recent 
economic developments. In 1957, our gross national product rose 5 percent, but 
four-fifths of this increase was accounted for by rising prices. 

“There are critical questions here for business and labor, as well as for Goy- 
ernment. Business managements must recognize that price increases that are 
unwarranted by costs, or that attempt to recapture investment outlays too 
quickly, not only lower the buying power of the dollar, but also may be self- 
defeating by causing a restriction of markets, lower output, and a narrowing 
of the return on capital investment. The leadership of labor must recognize 
that wage increases that go beyond overall productivity gains are inconsistent 
with stable prices, and that the resumption of economic growth can be slowed 
by wage increases that involve either higher prices or a further narrowing of 
the margin between prices and costs. Government, for its part, must use its 
powers to help keep our economy stable and to encourage sound economic growth 
with reasonably stable prices. 

“The resumption and maintenance of economic growth promise greater eco- 
nomic capability for meeting the Nation’s needs. If this opportunity is to be 
fully realized, however, growth must take the form of increases in real output, 
accompanied by a stable price level. This can be achieved if weight is given 
to long-run as well as short-run considerations in policies and practices that 
affect our economic welfare. It can be guaranteed by a public opinion that is 
alert to the consequences of wrong policies and insists on policies which will 
yield economic growth without inflation.” 


[Source: “Economic Report of the President,” January 1959, p. vii] 


“A program for economic growth with stable prices 


“Our objective must be to establish a firm foundation for extending economic 
growth with stable prices into the months and years ahead. This will not 
come about automatically. To attain our goal, we must safeguard and improve 
the institutions of our free-competitive economy. These are basic to America’s 
unassailable economic strength. We must wage a relentless battle against 
impediments to the fullest and most effective use of our human and technological 
resources. We must provide incentives for the enlargement and improvement 
of the facilities that supplement human effort and make it increasingly pro- 
ductive. Finally, an indispensable condition for achieving vigorous and con- 
tinuing economic growth is firm confidence that the value of the dollar will be 
reasonably stable in the years ahead. 
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“Action to meet these challenges is required on many fronts, by all groups . 


in our society and by all units of government. 

“The individual consumer can play an important part by shopping carefully 
for price and quality. In this way the American housekeeper can be a power. 
ful force in holding down the cost of living and strengthening the principle 
that good values and good prices make good business. 

“Businessmen must redouble their efforts. They must wage a ceaseless war 
against costs. Production must be on the most economical basis possible, The 
importance of wide and growing markets must be borne in mind in setting 
prices. Expanding markets, in themselves, promise economics that help keep 
costs and prices in check. 

“Leaders of labor unions have a particularly critical role to play, in view of 
the great power lodged in their hands. Their economic actions must refiect 
awareness that the only road to greater material well-being for the Nation lies 
in the fullest realization of our productivity potential and that stability of 
prices is an essential condition of sustainable economic growth. 

“* * * All of our people, in view of their broad common interest in pro- 
moting the Nation’s economic strength, can fully support this program * * +” 

Mr. Rutrenserc. Let me briefly review the position I would like 
to present to the committee. 

We are now confronted with basically three kinds of economic 
problems. One, we are in the midst of high levels of unemployment, 
even though production and income levels have come back to previous 
peaks. We have not only 4.7 million unemployed in the month of 
February but we have an additional million people that are the 
equivalent of unemployed because of part-time work, so that altogether 
we have almost 714 percent of our labor force unemployed today, 

Simultaneously with that economic problem confronting us, we 
have the second problem of growth in the American economy, which 
I am sure Mr. Keyserling in the beginning of his presentation, which 
I didn’t get here early enough to hear, must have made very clear, 

We had a rate of growth of 5 percent in the years from 1947 to 1952. 
The rate of growth since that time has slowed down to about 1 to 14 
percent, about equal to the growth in population. No basic growth 
has occurred in the past 5-year period. 

The third problem is the behavior of prices, to which in part this 
committee is giving its attention through the bills before it. 

We have had a movement of prices over the recent period of 1955 
through 1957 with some price increases. But we have had price sta- 
bility in the wholesale price index for more than a year, and in the 
retail price index for more than 10 months. 

Price levels have been relatively stable. We are not confronted 
with that problem at the moment. 

Here are the problems: The rate of economic growth, the problem 
of jobs, the problem of price stability. 

These bills address themselves only to the problem of price stability, 
including the bill of Mr. Reuss, himself, which I will discuss in just 
a moment. I should like to call to the attention of the committee 
a fact clear to everybody, that the Joint Economic Committee of the 
Congress is going to study the relationship of prices to economic 
growth and to stability in the economy. 

Recently some $200,000 has been appropriated to conduct this study. 

It would therefore be our hope in the AFL-CIO that before any 
definitive action is taken on specific legislation by this committee or 
other committees of Congress that they await the results of the study 
of the Joint Economic Committee. According to its chairman, Sen- 
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ator Douglas, this committee is going to try to place the problem 
of price stability in its proper relationship to the other economic 
issues confronting us at this time, failure of economic growth in the 
economy, failure to meet the growing needs of the American people, 
and the present high levels of unemployment that exist in the economy. 

Now, let me address myself specifically to the bills which Mr. Judd 
and Mr. Bennett have already talked to. ‘7 

I agree fully with what I think was the position expressed by Mr. 
Keyserling that the present legislation, the present Employment Act 
of 1946, in the concept of purchasing power, already has in it the 
notion of price stability, because you cannot define maximum pur- 
chasing power except in term of its ability to buy. 

And I would like to call the attention of the committee to about 
seven or eight pages of an appendix which I have added to my state- 
ment. This section is an attempt to examine the economic reports of 
the President from 1954 through 1959 and to show where they have 
devoted some considerable and substantial attention to the problem 
of price stability under the terms as they define it, because maximum 

urchasing power involves a discussion of price stability. They have, 
in each of the reports in recent years, devoted substantial attention 
tothe problem of price stability. 

Therefore, I say, what will the addition of this kind of an amend- 
ment to the act really produce? Will it cause more action to be taken 
to stabilize prices? You don’t stabilize prices by what is in the Eco- 
nomic Report of the President. You stabilize prices by positive 
actions and programs designed to promote employment, production, 
and purchasing power. 

I think there is a summary on pages 4 and 5 of the reasons why I 
would object to the provisions of Mr. Bennett’s and Mr. Judd’s bill. 
But it seems more important that there are many distinguished econ- 
omists who have raised the question as to whether the United States 
can achieve a maximum economic growth and at the same time main- 
tain complete price stability. I think this is the key question con- 
fronting us in terms of economic policy. 

There are those who argue on behalf of the administration that a 
balanced budget, tight-money policy by the Federal Reserve Board, 
are designed to promote not only stability in prices but to get us a 
normal rate of growth in the economy. 

There are others who argue that the emphasis ought to be on growth 
and expansion, and that this will produce in the long run a greater 
degree of price stability. 

This is an economic issue on which economists are not in agreement. 
I would just like to say briefly to Congressman Bennett that when he 
says that the language of his bill and that of Mr. Judd’s is noncon- 
troversial, I could only say that it is noncontroversial among those 
organizations and individuals who are supporting it. There are 
others of us who are not supporting it, who did not consider the lan- 
guage noncontroversial. 

In addition to the bills of Mr. Bennett and Mr. Judd and Mr. Oster- 
tag, which are before this committee, there are other bills that I have 
mentioned on page 6 of my statement, by Mr. Zablocki, and Mr. 
Hechler, and Mr. Johnson, and Mr. Bentley, which in effect try to do 
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about the same thing as the administration bill but differ slightly in 
their form and format. 

Now, as to Congressman Reuss’ bill, H.R. 4870, this raises some 
different problems. I should like to divide them into two categories: 

I want to go much further than my good friend Leon Keyserlip 
does in terms of the Federal Reserve Board and monetary policy, 

I do not think that one can get at the problem of independence of 
the Federal Reserve System, which has been treated as if it were al. 
most as sacrasanct as love of God and country, and I am not so sure 
that the independence of the Federal Reserve System is one which has 
to be so carefully guarded as to put language into the Employment 
Act that says the President should propose particular policies, and if 
there is- disagreement, somebody, whoever disagrees, should report 
to the Congress. 

I think that monetary and credit policy are important and essential, 
but they must become part of the overall economic policy of the 
Government. They cannot be left to the independence of the Re- 
serve System. Therefore I would go considerably further than Mr. 
Reuss’ bill proposes to amend the Banking Act, itself, to make the 
structure of the Federal Reserve System, include a more representa- 
tive body of individuals instead of being exclusively a bankers’ club, 
which is what it is. 

It is designed to carry out monetary and credit policies which 
affect every single individual in America, but those policies are made 
and determined by men who have banking and business experience 
exclusively. I think the general public must also be represented in the 
Reserve Board System. 

Now, let me say just in connection with the other section of Mr. 
Reuss’ bill, which deals specifically with this stability of price, that 
in my judgment, to put into parenthetical clauses, as he does on page 
2, lines 1, 2, and 3, including the concept of sustained growth, in 
parentheses after production, and including the concept of reasonable 
price stability in parentheses after purchasing power, is a consider- 
ably better way to handle the problem than is the legislation advanced 
by the administration, and before this committee, in the form of the 
bills of Mr. Bennett and Mr. Judd, because it places in perspective 
purchasing power and price stability, not making price stability a 
separate goal but a price stability in relation to purchasing power, 
itself. 

However, having said that, and having said that this approach is 
better, I would still urge strongly this committee to hold off any 
action on legislation until after the Joint Economic Committee has 
completed its study, which will deal with the very problems to which 
this legislation addresses itself. I think if there is one service which 
the Joint Economic Committee of the Congress can perform, it is the 
service of trying—and maybe they won’t be successful—but of trying 
at least to place in the proper perspective the key economic issues 
that are confronting us today: The high levels of unemployment 
with relative increases in production and income that are taking place, 
the failure of economic growth to take place in the economy, and the 
general price situation. 

These things have to be placed in their proper perspective. It is 
for this reason that I would urge this committee to postpone con- 
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sideration of the legislation dealing with this matter until after the 
Joint Economic Committee has had a chance to act and study the 
Seermann Dawson. Mr. Fascell ? 

Mr. Fascett. Mr. Ruttenberg, don’t you think that the study of 
the committee, in its inception, has already modified the purposes of 
the Employment Act of 1946 when it states, and I am quoting from 
the letter, now, states their study will deal with “problems of provid- 
ing maximum employment and an adequate rate of economic growth, 
9g well as maintaining price stability and preventing inflation”? The 
act refers to maximum employment, production, and purchasing 

ower. zt 

Mr. Rurrenserc. I think we are waiting for the right thing. 

The Joint Economic Committee is trying to define the issue of what 
Icall phantom inflation, because we don’t really have inflation. Some 
people say we have it. We have had price stability for more than a 
year. Inflation is one of the issues, and they have to look at it in rela- 
tion to attaining maximum production and adequate levels of growth 
as well as proper levels of employment. 

Mr. Fascetu. Well, now, that confuses me, if we have had price 
stability and no inflation, why is the committee looking at it? Is this 
politics ¢ eth 2 

Mr. RurrensereG. I think it is. 

Mr. Fascetx. In other words, you have the administration on the 
one hand spreading the bugaboo of inflation and the committee on 
the other hand saying, “We are going to determine whether it really 
exists,” when, as a matter of fact, we have the facts and the figures 
to say right now that it doesn’t. 

Mr. Rurrensere. Of course, that would be the easy way to state 
the thing, Mr. Congressman. 

Mr. Fascetn. Well, you told me; I didn’t know it. I haven’t looked 
at the figures, frankly. 

Mr. Rurrenserc. Let me put the situation this way : 

Obviously, there has been much talk of inflation on the part of the 
President. in almost every single press conference that he has held, 
and he has held them rather regularly recently. Even though these 
press conferences have dealt in the main with the Berlin crisis and the 
international situation, there has always been reference to the economic 
situation, and the President has repeatedly insisted in order to avoid 
inflation, in order to prevent price increases, we must have a balanced 
budget. 

There is this continuous bugaboo facing the country as a whole. I 
think it isa serious error. Yet whether we like it or not, this happens 
to be the public position of the administration. 

Mr, Fasceti. Mr. Ruttenberg, you can’t take politics out of polities. 
If this is a political issue, let it be one. This has nothing to do with 
economics. 

_ Mr. Rurrenserc. I am afraid the approach to the balanced budget 
involves in it other concepts such as monetary and credit policies of 
the Federal Reserve Board, policies of the Government in terms of 
meeting the needs of the American people, in terms of schools, high- 
Ways, airports, and urban renewal and housing. These are economic 
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issues which are implicit and directly involved when one says or tse 
the phrase “balanced budget.” 

Mr. Fascett. Go ahead. I think you would have to expand it ang 
say they are economic, philosophical, political issues, all of thes 
things. You can’t narrow it down to one thing. 

I don’t mind the Joint Economic Committee conducting its study 
I think it is a very worthwhile thing. All I test is the validity of 
waiting action on any legislation before us, pending a study over there 
on something else. 

For example, is there any validity in waiting and determining tha 
the act should be amended to state quantitative levels of employment 
and production and purchasing power ¢ ; 

Mr. Rurrensere. I agree fully that the act now has in it all of 
the necessary requirements that would permit the President and his 
Council of Economic Advisers to state the needed goals and objec. 
tives of the economy. This is already in the legislation. I dont 
see that additional amendments to it are required to accomplish that 
goal. I think the Government Operations Committee which reviews 
the operation of Government agencies in effect can direct the Goy- 
ernment to carry out the objectives that are already in the act with- 
out necessarily amending it. That is just one aspect. 

As for the price stability provision I do not think this should be 
an amendment to the act, because I think it is already implicit in the 
maximum purchasing power concept. 

Mr. Fasceit. Well, now, how about this business of the monetary 

olicy of the Federal Reserve Board? If there is a real difference 

tween the President’s policy and that expressed by the Reserve 
Board, and this act would require him to so state in his Economic 
Report, do you see any reason why we should wait to pass on that 
concept until the Joint Committee gets through studying whatever 
it is they are studying? 

Mr. Rurrenserc. Let me make it perfectly clear that I object to 
having the specific amendments of Mr. Reuss’ bill on monetary and 
credit policy written into the Employment Act, not because I disa- 
gree with the objective that Mr. Reuss wants because I am in full 
agreement, but I do not think that you can, through this means of 
amending the Employment Act, get at the fundamental issue—the 
independence of the Reserve System and the relationship of mone- 
tary and credit policies carried out by a group of bankers and big 
business executives, sitting on the Reserve Board in its 12 district 
banks. That issue won’t be reached through an amendment to the 
Employment Act. 

Mr. Fasce.y. I have your position. 

In other words, you are just quarreling with the original organiza- 
tion of the Federal Reserve system ? 

Mr. Rorrenserc. Then I think monetary and credit policy must 
be coordinated into and made a part of the overall economic policies 
of the Government, not to be carried out independently. 

Mr. Fasceti. Do you mean by the executive branch or by the legis- 
lative branch or by both? Which concept do you adhere to asa 
matter of philosophy? Do you think the Federal Reserve Board 
ought to be an agency of the Executive or an agency of the Congress 
or neither ? 
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Mr. Rutrrenserc. At the moment, of course, it is an agency of the 
Congress, and it is so created by the Banking Act. 

I believe that the Reserve System must operate as an agency of 
the Congress, obviously, but its policies must be coordinated through 
the executive branch of the Government in recommending overall 

licies and in carrying them out and in submitting them to review 
by the Congress of the United States. 

Mr. Fascect. That is all I have, Mr. Chairman. 

Mr. Surru. I just wonder as I listen to your remarks, are you say- 
ing that the law now requires the President and the administration 
tobe for relatively stable prices ¢ 

Mr. Rurrenserc. Yes. 

Let me just read to you a quote out of some of the recent Economic 
Reports of the President. 

Inthe January 1956 report, it says: 

Full employment, rising incomes, and a stable dollar have been cherished 
goals of our society. The practical attainment of these ideals during 1955 was 
the year’s great economic achievement. 

Now, here in the January 1956 report the President and the Council 
are taking credit for having had a stable dollar along with the other 
objectives of the act. 1 

Mr. Smrru. Of course, a price level in the prices of commodities— 
is a blending of the prices of all of these commodities, and the ad- 
ministration has very consistently asked for lower and lower farm 
prices. 

Mr. Rutrenserc. Lower and lower farm prices that have produced 
higher and higher congressional appropriations to carry out the 
policy. a f' 

Mr. Smiru. That is very true. But my point is if, you point to 
his report, you will find that while the President may have asked 
for a stable price level in one instance, he has asked for lower price 
levels in other instances, and I am interested in your interpretation 
of the effect that would result if the act now provided that he should 
pursue a policy that would produce stable prices. 

Mr. Rutrensera. Well, when we talk about stable prices, we get 
into the problem that the fact that certain prices will be rising and 
certain others falling and certain others will remain stationary. 

Take the announcement made yesterday by the Department of 
Labor that the cost of living index went down last month by one-tenth 
of 1 percent. It went down by one-tenth of 1 percent because food 
— dropped. Yet all other prices in the Consumer Price Index rose. 

et we had price stability because one offset the other and total prices 
were constant or slightly down in the last month. 

Mr, Smrru. I am a little bit surprised at your idea that we should 
wait. I am not sure that anything can be done, anyway, but suppose 
it is concluded by the committee that something could be done here 
that might be of benefit. Why wait? What is the advantage to 
waiting ? 

__ If a law is passed and a better one is suggested, we can always pass 
it, can’t we? Doesn’t this sound a little bit like what we heard a few 
years ago, “wait; prosperity is just around the corner”? 

It seems we ought to do something. 
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Mr. Rurrenserc. I would agree with you fully, Mr. Smith. One 
ought not to await the results of the Joint Economic Committees 
study. Without the Joint Economic Committee study, I woul 
still take the position that the specific price stability amendment 
should not be enacted. The requirements that the Council iggy, 
goals and objectives in the economy to guide employment and 
production and purchasing power policies, and the concept of having 
a more frequent report by the Council of Economic Advisers, ar 
already in and have already been done by past Councils. Amendment 
to the act will not accomplish these objectives, it seems. 

Mr. Smirnu. Are you in effect saying that you think that the Reuss 
bill is a good one and that should be adopted now, but don’t do 
anything on these others? Is that faire, what you are saying 
there? 

He does not include in his the relative stable-price clause, 

Mr. Rurrenserc. On page 2 of Mr. Reuss’ bill, where he includes, 
after purchasing power, in parentheses, lines 2 and 3, including the 
concept of reasonable price stability, that this is a better way, a far 
better way to handle the concept that in the bills introduced by Mr, 
Bennett and Mr. Judd. 

Mr. Smirn. But if there is no reference at all in his bill to price 
stability, would you then say that you think that is a good bill? 

Mr. Rurrensera. I do not agree with section 2, the holding of public 
hearings, by the Council of Economic Advisers. 

Mr. Smiru. I see. 

Mr. Rurrenserc. We have urged the Joint Economic Committee, 
during the course of its present study, to examine what the appropri- 
ate Government agency might be to carry on such hearings, but I do 
not think that the Council of Economic Advisers, being in the Exeeu- 
tive Office of the President, ought to be the agency to carry on such 
hearings. 

Mr. SmirH. Well, specifically, do you have in mind any particular 
harm that would come about by passage of legislation prior to the re- 
port of this other group ? 

Mr. Rurrenserc. Any harm ? 

Mr. Smirn. Yes. 

Mr. Rurrensere. I probably would put it around the other way. 
I don’t see that much good would be done by the bills that are presently 
before the committee, particularly the administration bills that Mr. 
Judd and Mr. Bennett have introduced. 

Mr. Smrru. What is there about that report that is going to en- 
hance the value of this legislation ? 

Mr. Rurrensere. It seems that the report—I can’t prejudge what 
its results might be—it seems conceivable that the Joint Economic 
Committee may well come up with a suggestion that, as the committee 
that reviews the economic report of the President, the committee will 
insist that the administration carry out the objectives now implicit 
in the act. The Joint Economic Committee, which reviews the report 
of the President, will, therefore, call before it the members of the 
Council, to see why they have not carried out the objectives of the act, 
which are, among other things, to state the needed goals and objee- 
tives, to issue more frequent reports, to do other things which the Coun- 
cil is not now doing but which it used to do, and that is to consult 
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with interested groups around the country. They used to have a 
business advisory committee, a labor advisory committee, a consumer 
advisory committee, a farm advisory committee, that operated when 
Mr. Nourse was chairman, and when Mr. Keyserling was chairman, 
but have not operated under either Mr. Burns or Mr. Saulnier. 

Mr. Smiru. Of course, that could be done whether this bill is adopt- 
ed or not. aga! 

Mr. RurrenserG. That is right. 

Mr. Fasceiy. He also disagrees with section 1(d), among other 
things. Asa matter of fact, I gather he is not for this bill at all. 

Mr. Rurrenserc. As I say, I am not for the bill, but I would say 
if one were going to handle the price stability concept, it is handled 
considerably better in section 6(a) of Mr. Reuss’ bill than the admin- 
istration bills. 

Mr. Fascety. I agree. 

Chairman Dawson. Mr. Reuss? 

Mr. Reuss. I would like to ask Mr. Ruttenberg just one question. 

I take it, Mr. Ruttenberg, that you agree with the statement of the 
AFL-CIO executive council of February 24, 1959, which is contained 
in the appendix to your remarks, point 3, where it says, and I quote: 

The ability of strategic industries such as steel, auto, and oil refining, to raise 
prices regardless of economic conditions in recent years raises a major problem 
that must be solved. 

Mr. Rurrenserec. I agree with that; yes. 

Mr. Reuss. Also, I am sure you underscore the last statement in 
your mimeographed statement, on page 11, in which you said: 

It is important to recognize that at the present time prices have been rela- 
tively stable for almost an entire year, and the pressing economic problem for 
1959 is unemployment and a lagging rate of recovery from the 1958 recession 
rather than any general concern over the problem of inflation. 

Mr. Rurrenserc. I certainly would underscore that. 

Mr. Reuss. Incidentally, that happens to be the view of the majority 
of the Joint Economic Committee of which I am a member. 

My question is this? 

If the pressing problem for 1959 is the restoration of a proper 
rate of growth and the reduction of unemployment, and if, as you 
suggest, the real inflationary problem is the problem of administered 
prices in the strategic industries, such as steel and automobiles, doesn’t 
the Government do well to get itself in a position where it can do 
something about these administered prices? It would thereby free 
itself from the present position where it is using a most inappropriate 
tool, namely, general monetary policy. Would you address yourself 
to that point ? 

Mr. Rurrenserc. Just as you quoted a little while ago from one of 
the attachments to my statement, I would just like to paraphrase 
the next paragraph that follows. It calls attention to the fact that in 
steel, auto, oil refining, to achieve relative stability, problems of pric- 
ing in those industries must be solved. We suggest the possibility 
that the Joint Economic Committee study very carefully the proposal 
that there be a Government price supervision agency that would hold 
public hearings in advance of price increases being announced by an 
industry, where that industry controls, where a few companies in that 
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industry control the pricemaking policies, in the so-called adminis. 
tered-price industries. 

I think that if such a price supervision agency is established, it 
must have subpena powers. It must have the power to get the facts 
and the figures as to why the price increase is being suggested, ]t 
must also have the power to say that the price increase cannot be put 
into effect for a period of X days, 60 or 90 days, pending the study and 
investigation by the price supervision agency. 

This is the kind of concept which we have suggested, among other 
things, that the Joint Economic Committee ought to study in its 
present investigation. 

Mr. Reuss. May I interrupt you at that point ? 

Mr. Rutrensere. Yes. 

Mr. Reuss. You have described, it seems to me, the sense of section 
2 of H.R. 4870, as revised by the suggested amendment which I made 
at the start of the session today. Instead of using the Council of 
Economic Advisers, the revised version places the responsibility on 
the President or any agency he wishes to designate. However HR, 
4870 does not contain subpena powers, and it does not contain the 
power to prohibit price increases for 60 days or any other period. | 
gather from what you have just said that the differences between your 
views and H.R. 4870 concern the subpena power and the 60-day. period, 

Mr. Rutrenserc. Also, if we were going to consider such a proposal, 
we ought to carefully consider the type of industries to which it 
would apply and we ought to narrow down very carefully the specific 
industries that become involved in such public hearings. 

Mr. Reuss. Would you suggest better language than that used in 
the bill? First, the present language narrows the coverage to indus 
tries where most of the output is produced by relatively few firms; 
and, second, it narrows it to price increases which appear to threaten 
economic stability. Can you improve on that language? 

Mr. Rutrensere. I could improve the language, but I think that 
before consideration is given to this concept, it ought to be part and 
parcel of the overall study of the inflation, economic growth, and 
stability problems to which the Joint Economie Committee is address- 
ing itself, because I do not think that price inflation or the price in- 
creases that we had during the period, let us say 1955 through mid- 
1958, were exclusively due to the administered price areas. There were 
many other types of price increases that occurred during that basic 
period. I could review for you in some detail, if you would like, 
analysis of the Consumer Price Index from 1955 through 1957 when 
it increased seven and a half percent and show what factors in the 
index increased. 

Administered prices had very little to do with anything more than 
but three-quarters of 1 percent of the total increase in the price index 
between 1955 and 1958. I do believe that the administered prices need 
attention, but they do not require exclusive attention. There are 
other things that require attention. 

Mr. Reuss. Do you disagree with the statement of the AFL-CI0 
executive council that the price increases in the strategic industries, 
such as steel, auto, and oil refining, represent a major problem? 

Mr. Rurrenserc. I agree fully. I was even part and parcel of the 
drafting of the statement we are talking about. 
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Mr. Revss. Now you say they are insignificant. 

Mr. Rurrenserc. I am saying they are a major problem in terms of 
those industries. The relationship of that major problem, however, 
to the overall problems of price increases in our economy which we 
come to measure by the Consumer Price Index is relatively small. But 
when the steel industry increases its price as it has some 24 times in 
the post-World War II period, even though there have been only 
10 rounds of wage increases, every time it raises prices It causes 
ramification throughout the country, distortions in automobile prices, 
electrical machinery, electrical appliance prices, and so forth. It is 
4 major problem in that regard and needs to be tackled from that 
standpoint. But one ought not think tackling the administered — 
area by itself and not in relation to the other price increases that have 

red in the economy will result in price stability because I do 
not think it will. ; 

Mr. Reuss. Thank you, Mr. Chairman. 

Chairman Dawson. Mr. Fascell. 

Mr. Fascetu. Mr. Ruttenberg, is it not true also that if vou examine 
the question of prices you would also have to examine the question 
of wages prior to their being agreed to? 

Mr. Rurrenserc. Well, this gets us into a long discussion. 

Mr. Fasceii. Let me ask the question another way: Is it your con- 
cept that some agency of Government would examine prices before 
they are increased but not wages before they are agree to? 

Mr. Rurrenserc. I would take the position where a company claims 
that it must increase its price because of a wage change, then that 
wage change will come under consideration. 

Mr. Fascruz. That is just business politics, Mr. Ruttenberg, because 
if you put this into law all the company has to do is quit making that 
claim and say, “Because of general cost rises, we are increasing the 
cost of the product to the consumer,” and they will not lay the ax on 
labor’s back any more, they will put it someplace else. 

Mr. Rurrenserc. That might be an accomplishment because the ax 
does not belong on labor’s back. It has been placed there by many, 
many people. 

Mr. Fascrtxu. I did not say it did. I am saying it would be a simple 
matter to turn the horse around. You are just conditioning a mass 
of le to accept something. If you find a ready whipping boy 
and you take him out of the whipping boy class, you have not done 
anything with respect to solving the problem. Neither can you buy 
half a horse. 

Mr. Surru. I just wanted to summarize my thinking. We are talk- 
ing about stable prices here—and I do not have my thinking clear 
on this—are you saying that it is a good objective to have stable 
prices or is it not? 

_ Mr. Rurrenserc. Absolutely, unequivocally, the most logical ob- 
jective of economic policy is price stability. I would put it this way— 
and I think maybe Dr. Keyserling has already said it in maybe these 
words or this concept. I believe that a higher rate of economic 
growth with policies designed to attain such higher rates of economic 
growth may well over the long run produce greater price stability than 
tackling the problem the way this administration has tackled it, by 
fighting “inflation” and thereby cutting down on the rate of growth. 
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I think a lower rate of growth over the last few years has given yg, 
higher rate of price increase than we would have had had we tackleg 
the problem the other way around. 

Mr. SmitH. This is a complicated question. Take, for example, the 
agricultural area. Certainly lower prices have run about four and 9 
half million farmers off the farm. That is just about the number 
that replaced city workers and now we have that number unemployed 
in the cities. At the same time you have had tremendous growth jy 
this same areas, growth in production. 

Mr. Routrenserc. In agricultural production ? 

Mr. Smirx. Yes. 

Mr. Rutrenserc. In agriculture there have been the greatest jp. 
creases in productivity, greater than the increases in American jp. 
dustry, great as they have been. On the farm it has been tremendons 

Mr. Smiru. It is difficult to get a rule of thumb. 

Mr. Rurrenserc. I think one of the problems, and one of the prob. 
lems outlined in the resolution of our Executive Council which Mr 
Reuss has referred to, is we also ought to reexamine our agriculture 
policy with a view toward perhaps maintaining an income support 
concept in agriculture policy instead of a price support policy. This 
ought also to be studied within the context of these broader problems 
by the Joint Feonomic Committee. 

Chairman Dawson. Do you have another question ? 

Mr. Fascetu. Yes. 

Mr. Ruttenberg, maybe you can help me out of this one. We talk 
about maximum production and maximum employment. Does this 
per se mean maximum purchasing power ? 

Mr. Rourrenserc. In the Soviet Union I think they have maximun 
employment and they have what appears in terms of their missiles and 
armaments to have maximum production but I do not think they come 
anywhere near the kind of living standard for the workers involved in 
working and producing in the Soviet Union. Therefore, I think it is 
terribly important every time one talks about maximum employment 
and production to also talk about maximum purchasing power. 

Mr. Fascetxi. Because it does not necessarily follow ? 

Mr. Rurrenserc. That is correct. 

Mr. Fascet.. Now if that is the case, how about people who are on 
fixed incomes who have been misled into believing that the fight on 
inflation will restore their purchasing power ? 

Mr. Rutrenserc. I think the problem of those people on fixed in- 
comes must not determine the guiding policy toward achieving or 
attaining maximum purchasing power. I think they have to have 
their problems taken care of through other means as we have by im- 
proving from time to time our social security laws, our unemployment 
compensation laws, and even increasing the interest rates on the U.S. 
savings bonds and this kind of thing. 

Mr. Fascext. In other words, we could restate it this way: Achiev- 
ing price stability will not necessarily give those on fixed income at 
the present time more purchasing power. 

Mr. Rutrenserc. That is right. 

Mr. Fascet. Nor is it necessarily a desirable objective ? 

Mr. Rurrenserc. I would agree. 
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Mr. Fasceti. I would like to have Mr. Keyserling comment on this 
last series of questions starting with the idea of maximum production 
and maximum employment per se, meaning maximum purchasing 
power. 7 : : ? 

Mr. Krysertinc. Well, I agree entirely with what Mr. Ruttenberg 
said in substance. My analysis may have been slightly different, but 
it means exactly the same thing. He says that maximum purchasing 
ower includes the concept of a good and decent and fair living stand- 
ard for people. I think I said that maximum production includes 
the idea of the distribution of production, based on purchasing power, 
shich meets those social and economic objectives. I think we are 
saving exactly the same thing in subst ance. 

Mr. Fascett. Now how does stability of prices relate itself to those 
people who are on fixed income at the present time? 

Mr. Keysertina. Well, I think that the biggest hooey that has ever 
been talked about in economics has been this crusade on behalf of 
the people on fixed incomes by those who are trying to support the 
eurrent national economic policies. It is hooey for a lot of reasons. 
One reason it is hooey is that, when I was 25 years ago trying to par- 
ticipate in getting the social security setup so that these people would 
have some protection, the very people who are now talking about 
protecting the dollar were against the institution of all of these sys- 
tems and said, among other things, that they would be inflationary. 

Now, to bring it down to the current situation. The only realistic 
way you can help these people on pensions, as Mr. Ruttenberg says, 
is to bring their pension or social security systems into line not only 
with changes that have taken place in the purchasing power of the 
dollar, but also changes that have taken place in the whole living 
standard of the American people. You certainly cannot help these 
people on pensions by saying you are going to roll the price level 
back to the 1939 level. ‘That is so preposterous nobody should say it, 
so you have to adjust their pensions to changes that have taken place 
in the price level. But that alone is not enough, because there have 
also been changes in productivity and average living standards, and 
you have to bring them up to the current concept of consumption 
which is higher in real terms than it was 20 or 30 years ago. One of 
the things we most need is a vast and complete reconstruction of our 
whole social security system. But whenever I mention this to any of 
these people who are crusading for these people they say “Oh, you 
cannot do that, it is inflationary.” So they are against all of the 
expansion of the social security system that we need to help these 
people. 

Moreover, as Sumner Slichter pointed out very well, the pensions 
have not risen enough, but they have risen faster than the price level, 
so that these people are really better off than they used to be. 

Another thing, what do we mean by people on fixed incomes, any- 
way! We talk about people on fixed incomes. Well, when I was in 
the Council of Economic Advisers, my staff was talking to me about 
fixed incomes, and I asked them to bring me in the statistics on who 
is on fixed income. Of course, a lot of the figures represented people 
whom they said were on fixed incomes because they had one source of 
fixed income. They put all of the pensioners and all of the old people 
and all of the civil servants on fixed income. I said they are not on 
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fixed income, they have one source of fixed income, but many of they 
have other sources of income which are not fixed. 

We have not any studies that have really gotten this question of 
fixed income into any kind of proper perspective. 

Mr. Fascetz. I thank you. And I might add at this point, 
Chairman, that this has been a very interesting discussion and cg. 
tainly very incisive and analytical on the part of Mr. Keyserling ang 
Mr. Ruttenberg. 

Mr. SmirH. I had just one little observation after the dissertation 
just made. It does seem to me that there is something to be said fo 
the idea that the Jaw now says that it is the policy to promote pur. 
chasing power and that it may be inconsistent to add to that “anq 
stable prices.” In other words, it is purchasing power that we desir 
to promote. I think that is what both of these gentlemen have said, 

hairman Dawson. Thank you. 

Mr. Inpritz. Just one question for Dr. Ruttenberg. Yow had sug. 
gested that the manner and selection of members of the Federal Re. 
serve Board, directors of the regional Federal Reserve banks, and 
members of the Open Market Committee should be changed by pp. 
vising the basic legislation. Assume for the moment that such legisla. 
tion is not forthcoming in this Congress: Would you accept the pro. 
posal in Mr. Reuss’ bill for having the President, through the Council 
of Economic Advisers, review and recommend on monetary and credit 
policies of the country ? 

Mr. Rurrenserc. I do not see anything wrong with that language. 
I do think, however, that it is an attempt to get at the independence of 
the Reserve System which will never be reached through this kind 
of amendment. It will add a few words to the law and it might re. 
quire the President to say a few more things in his Economic Report. 
Of course, he has said much on monetary and credit policies in his 
economic reports in the past. It is just a question of how far he goes. 
But I do not think that it will resolve the fundamental issue of co- 
ordinating monetary and credit policy with the overall economic pol- 
icies of the Government. That is what we have to attain, and we will 
not attain it through just language in the form of an amendment that 
will call for the President to issue more statements on or to discuss 
more thoroughly monetary and credit policy. 

Mr. Fasceii. This gives rise to the original thought I had when 
I inquired of you as to how can you do what you are talking about 
as long as the Federal Reserve is an agency of the Congress? 

Mr. Kerysrertinc. The way I would answer that—I am expressing 
my views only, of course, nobody else’s—my view is that the Federal 
Reserve Board should be an agency of the Congress in exactly the 
same way that the Treasury is an agency of the Congress, and be under 
the President to a much greater degree than at present. It used to 
be, in practice. They are all agencies of the Congress, ~_ are all 
set up by the Congress, they can all be abolished by the Congress, 
and they have their salaries voted by the Congress, and they can be 

regulated by the Congress. 

Mr. Fascetx. Well, I think there is a slight distinction between 
being a creature of the Congress and being subordinate to the exect 
tive branch of the Government, and being an agent of Congress, II 
dependent of the Executive. 
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Mr. Keysertine. With all due respect to the Congress and its func- 
tions, I think the idea that a Federal Reserve Board that is inde- 
pendent of the Executive can really be supervised in detail by 537 
Members of Congress is not realistic. They are almost as free as air 
now. They are doing just about as they please. 

Mr. Fascety. I would not disagree with you except we get back to 
a basic constitutional question which has to be resolved, and I do 
not see Congress doing it any time soon; art. 1, sec. 8, cl. 5 is a legisla- 
tive mandate, not an executive one. That is what I am getting at. 

Mr. Keysertrne. I do not think it is a constitutional question. 

Chairman Dawson. If there are no further questions, we will bring 
the hearings to a close until after the holidays which will be Tues- 
day, April 7. There will be one open hearing after that and notice 
will be given. I would like to introduce into the record statements 
of Congressman Ostertag, Congressman Alvin Bentley, of Michigan, 
and a letter from the American Bankers Association. Mr. Keyser- 
ling will supply us with copies of the Business Week editorial. 

Mr. Keysertine. I shall doso. 

Chairman Dawson. If so, they will be inserted into the record at 
this point. 


(The documents referred to are as follows :) 


STATEMENT OF Hon. Hanoitp C. OSTERTAG, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF NEW YORK 


Mr. Chairman, I am pleased to have the opportunity to comment on the bill 
which I have introduced, H.R. 5552. This proposal would amend the Employ- 
ment Act of 1946 to make stability of prices an explicit part of the economie 
policy of the Federal Government. 

I believe it is very important that we take such action at this time. It 
has been more than 12 years since Congress adopted our basic economic policy 
as declared in the Employment Act of 1946. At that time, with millions of 
our men and women returning from the armed services, the paramount con- 
cern was that the Federal Government should direct all its efforts “to  pro- 
mote maximum employment, production, and purchasing power.’ These are 
excellent objectives. 

But in the years since that time, we have observed that something more 
must be added to that policy. The addition to that policy must be concerned 
with the cost of living, rising prices, or inflation. For in the 12 years since 
enactment of the legislation, we have seen the index of costs and prices and 
inflation climb by more than 40 percent. 

Inflation, whatever its rate, hurts those persons most whose incomes are least 
flexible. In other words, those people who depend largely upon fixed incomes 
such as pensions or insurance plans or on savings—and they are growing in 
number—are increasingly victimized by rising costs and prices. 

An argument might be made that this amendment to the Employment Act is 
not necessary, because the present law already lists the promotion of “maximum 
purchasing power” as an objective of Federal economic policy. In the spirals 
which see wages rise with prices—or vice versa—it might be contended that 
purchasing power is being retained. But purchasing power is being retained 
only by that segment of our people whose wages are included in the escalating 
spiral. The millions of persons, whose incomes remain outside this spiral effect, 
suffer from a decline in purchasing power. 

I believe that the Congress should amend our basic economic statute to take 
into account the need for maintaining stable price levels. We should declare 
that the Federal Government will use all appropriate means to promote stable 
price levels in addition to maximum employment, production, and purchasing 
power. This amendment would apply also to the President’s annual Economic 
Report to the Congress. It would require that the Economic Report set forth 

current and foreseeable trends in price levels prevailing in the economy and 
the steps, if any, which have been taken to counter inflationary and deflationary 
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pressures arising within the economy.” The act already provides, of course, that 
the report will set forth a program for attaining the objectives of this economic 
policy. 

Such a change in policy on the part of the Federal Government would have 
salutary effect throughout our entire economy. Some of the most harmful ef. 
fects of inflation result from the belief that inflation is bound to continue and 
that prices are bound to continue upward. This belief corrupts all sorts of pp. 
sponsible economic practices and adds to the inflationary pressures. A declarg. 
tion by the Federal Government that the Federal economic policy also includes 
the maintenance of stable price levels as its objective will have a strong effect 
in alleviating pressures of this nature. 

Permit me to make it clear that I do not favor direct Government contro} of 
prices to obtain the objective we seek. There are, however, many other ways 
which practices of the Federal Government can exert a strong influence for 
maintenance of stable price levels. The aims of these practices should be more 
clearly defined to include the objective of stable prices. 

I wish to commend the committee for its attention to this important matter 
at this early date in the 86th Congress. I hope that you will receive much addi- 
tional testimony in support of the amendment I have proposed and that the com. 
mittee will report legislation which will strengthen the Nation in this manner, 





STATEMENT OF Hon. ALVIN M. BENTLEY, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF MICHIGAN 


Mr. Chairman, I appreciate the opportunity to appear before you and your 
committee in support of my bill, H.R. 1225 which would amend the Employment 
Act of 1946 so as to include stable prices as a specific objective of national 
policy, and for other purposes. 

The possibility of increasing inflation and its disastrous effects upon our 
national. economy is of great concern to me and I believe to all our citizens, 
We hear complaints about the rising cost of living from all segments of our 
constituency. I imagine that all Members receive mail on this subject from 
taxpayers all over the Nation. 

The present Employment Act stresses the National Government’s concern with 
employment, production, and purchasing power but fails to touch on the vital 
importance of stable prices. I feel that the Congress should take an additional 
important step and include price stability as a part of our national policy. 
The President in his message to Congress on January 9, 1959, mentioned his 
intentions of asking Congress to amend the Employment Act of 1946 to make it 
clear that the Government intends to use all appropriate means to protect the 
buying power of the dollar. 

I feel that economic warfare is one of the most important weapons of the 
cold war—if not the most important. Russia has used economic warfare in 
the past to gain control of certain countries such as China and Hungary and 
it is now relentlessly waging this same type of warfare against the United States. 
Inflation has truly become a major factor in the Soviet-American cold war and 
it is being used to break the human spirit as completely as families, earthquakes, 
wars, or revolutions. In France creeping inflation has undermined a great people's 
confidence in’ themselves and in democratic government, thus weakening their 
will to resist external and internal foes. !n Eastern Europe, after World War II, 
runaway inflation caused a sort of universal paralysis when Moscow deliberately 
permitted it to get out of control. Runaway inflation wipes out almost overnight 
every kind of security for the individual: Insurance, pensions, annuities, savings 
bonds, bank accounts, even cash. Our thrifty citizens are the ones who are the 
hardest hit. It is a known fact that runaway inflation cleared the way for the 
Communist rule in China after World War II, as it had previously done in 
Russia after World War I. 

I think it is unanimously agreed that inflation has already cut away at least 
half of the purchasing power of the dollar since 1939 and is chopping away 
more of the dollar’s real value every year. I think we in this country have 
become so concerned with the arms race that we have not realized that the 
Soviets are quietly stepping up economic warfare. It was not until last year’s 
recession that anyone publicly recognized that Moscow’s main attention had 
shifted from the arms race to economic warfare. 
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While this shift may surprise some it definitely does not come as a surprise 
to Americans who are familiar with Bolshevik policy. tven before the Rus- 
sian revolution the father of Soviet communism, V. I. Lenin, predicted that 
economic warfare would do much more than armed force to promote Communist 
worldwide revolution. Since Russia s Bolshevik leaders seized power in 1917, 
they have been studying economic weapons, among which inflation definitely 
ranks tops. Actually, Communists never have succeeded in entrenching them- 
selves anywhere without the help of large doses of inflation. 

Today Russia and the United States are in open conflict in cold war and 
as long as the arms race seems to be somewhat stalemated the outcome may 
well depend upon economic factors. The Soviet’s faith in economic warfare 
seems to be stronger than ever. The ability of the American Gove nment and 
its people to wage economic warfare will depend upon whether we can guard 
against further serious inflation in our own economy. The entire non.-Com- 
munist world depends to a great extent upon the solidity of the American 
economic structure. 

Mr. Chairman, I feel that my bill H.R. 1225 would serve a very constructive 
purpose and show the free world that stable prices are a specific objective of 
our national policy. I believe the psychological effect would be great in both 
this country and all over the free world. I urge you gentlemen to report this 
pill favorably. Thank you again for this opportunity to speak in support of 
this legislation. 


THE AMERICAN BANKERS ASSOCIATION, 
Washington, D.C., March 24, 1959. 
Hon. WiLL1AM L, DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


Dear Mr. DAWSON: We understand that hearings are scheduled for Wednes- 
day, March 25, 1959, before the Subcommittee on Executive and Legislative 
Reorganization, of your committee, on certain bills amending the Employment 
Act of 1946. 

We believe that the enclosed statement by the Economic Policy Commission 
of the American Bankers Association, containing a recommendation for an 
amendment of the Employment Act of 1946 to recognize avoidance of inflation 
as a primary goal of public economic policy, may be helpful to your sub- 
committee in its consideration of the pending bills. We would appreciate it, 
therefore, if this statement could be included in the record of the hearings. 

Very truly yours, 
Ben C. CORLETT, 
Senior Vice President. 


THE GOAL OF PRICE STABILITY 


A recommendation by the Economie Policy Commission of the Ameri- 
can Bankers Association to amend the Employment Act of 1946 to recog- 
nize avoidance of inflation as a primary goal of public economic policy. 


The Employment Act of 1946 is our basic guide to national economic policy. 
It pledges the Government’s efforts “to promote maximum employment, produc- 
tion, and purchasing power.” 

While the act recognizes the existence of other essential considerations of 
national policy, it makes no explicit mention of general price stability. This 
leaves it open to the interpretation that avoidance of inflation may be less 
important than the maintenance of high levels of output and employment. 

At the time the Employment Act was passed, there was a widespread fear, 
based on experience during the 1930's, that the Nation would have great difficulty 
in achieving a high rate of resource use under peacetime conditions. This doubt- 
less explains why so much emphasis was placed on maximum employment and 
output, without apparent recognition of the importance of safeguarding the 
buying power of the dollar. 

Developments since then, however, have emphasized the need for the Federal 
Government to be concerned with inflationary as well as deflationary dangers. 
In view of these recurring threats to the value of Our money, it would be highly 
desirable to amend the Employment Act with a straightforward declaration that 
avoidance of inflation is one of the primary objectives of public economic policy. 

39741—59—__9 
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. Such an amendment would in no sense weaken the other objectives mentiones 
in the Employment Act, but would reinforce and support them. The goals of 
maximum output and employment, a satisfactory rate of growth, and reasonable 
price stability are inseparably interdependent. No one of them can be achieved 
on a sustainable basis without the other two. Conflict would exist only jg We 
were to push any one of them to an extreme instead of seeking the best possibjp 
“mix” or balance which would result in a good overall performance of the 
economy. 

Some hold that we are faced with a Hobson’s choice between maximum ep. 
ployment and price-level stability—that we cannot have one without Sacrificing 
the other. This is a defeatist view. There is no reason to assume that these two 
objectives are basically incompatible. There is no conflict between them Unless 
“maximum employment” is defined as synonymous with continuous brimfy| 
employment, supported by governmental policies aimed at eliminating even minor 
fluctuations in output and employment. This approach would not only be jp. 
herently inflationary but would be unrealistic and self-defeating as well. 

Similarly, there is no logical reason for assuming that we cannot have a gatis. 
factory rate of economic growth without continuously rising prices. On the eon. 
trary, there are good reasons for believing that inflation impedes growth. Byey 
mild, creeping inflation can retard economic progress because it tends to foster 
inefficient management, distort investment decisions, prevent desirable shifts jp 
economie resources, disturb the functional balance of costs, prices, and incomes, 
and discourages saving and capital accumulation. Avoidance of inflation jg 
therefore, a necessary collateral objective of public policies designed to main. 
tain a healthy, dynamic economy which will provide jobs for our growing labor 
force and a rising scale of living for the American people. 

In our judgment, the goal of price stability is already implicit in the language 
of the Employment Act. However, there are some people who disagree with this 
interpretation and it is for this reason that we believe that Congress should 
amend the act to remove all doubts on this score. 

It would be most unfortunate if the Employment Act were to be widely con. 
strued as condoning or subscribing to a policy of continuing inflation. Were 
the public to acquire a general expectation of a persistent uptrend in prices, 
patterns of conduct would soon develop which would tend to accelerate the pace 
of inflation in a cumulative fashion. This would eventually confront us with an 
unhappy choice between letting inflation run on to eventual economie chaos or 
imposing highly unpalatable economic controls to check or suppress it. 

Amendment of the Bmployment Act to include avoidance of inflation as one of 
our major objectives would constitute a clear and unmistakable declaration 
that the goal of price stability will receive proper emphasis as one of the broad 
aspects of our public policy. It would indicate a determination on the part of 
the. Government to pursue a consistent and predictable policy of fighting in- 
flation. It would strengthen the hands of those in our Government and in the 
Federal Reserve System who are trying to help keep our economy sound. 

It should be emphasized that the goal of price stability cannot be achieved by 
governmental policies alone. All economic groups—including bankers as well as 
businessmen, labor leaders, and individuals—have important responsibilities in 
this regard. Official endorsement of the objective of price-level stability would 
serve to remind these groups of their responsibilities and would encourage self- 
restraint on their part. It would also exert a dampening effect upon the in- 
flationary expectations of the public. Finally, it would set a constructive ex- 
ample for other countries in whose economic health we are profoundly interested. 

In short, as has been pointed out by the Chairman of the Board of Governors 
of the Federal Reserve System, Congress can contribute greatly to combating in- 
flation “by declaring resolutely—so that all the world will know—that stabiliza- 
tion of the cost of living is a primary aim of Federal economic policy.” 

We propose, therefore, that the Employment Act be amended to recogniz 
specifically and unequivocally the importance of safeguarding the value of the 
dollar, along with the other central objectives stated in the act. This action 
would constitute an important act of legislative leadership and would contribute 
significantly to the achievement of the growth, stability, and widespread eco 
nomic well-being which all groups in our economy so ardently desire. 
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(The following editorials were introduced by Leon H. Keyserling :) 
{From Business Week, Dec. 27, 1958] 
PREPARING TO FIGHT THE ECONOMIC WAR 


“In America,” writes the novelist James Baldwin, “life seems to move faster 
than anywhere else On the globe, and each generation is promised more than it 
will get.” , : 

A sense of this paradox emerges from this issue’s special report (p. 36) in 
which Business Week editors attempt to define the opportunities and problems 
that confront the Nation as its economy moves up toward the half-trillion-dollar 
mark. 

So fast and so dramatically does history move in this day of economic revo- 
lutions, political upheavals, scientific miracles, and breakouts from the earth into 
outer space that there is a temptation almost annually to proclaim the death 
of old eras, the birth of new ones. Increasingly, though, Americans have come 
to understand that wonderful new eras will be neither wholly wonderful nor 
wholly new: The future seems bound to produce fresh disappointments as well 
as fresh wonders. 

But, after all the qualifications have been made, the conviction will not down 
that the Nation is entering a new phase of its history. The “postwar period,” 
in which economic growth was powerfully stimulated by the drive to catch up 
for the years of depression and war-created shortages, has ended. From now 
on, if the economy is to grow at its past rate, it will have to be propelled by 
new forces. 

To some, these new forces for growth seem to be lacking—and, as they see it, 
the Nation will have to learn to settle down and live with its “affluence.” To 
others, the forces for growth appear likely to originate not with private business 
and consumers, but with government—and some fear that the new phase will 
mark the close of the “postwar,” the start of the “prewar” period. 

Rather than being a prewar period, however, we think that there are strong 
grounds for calling the new phase “economic war.” The ghastly, almost un- 
imaginable horrors of major war fought with weapons now available have meant 
a shift of conflict from the chiefly military to the chiefly economic area. There 
we are confronted with a series of challenges: To support the economic growth 
of the world’s poor countries; to counter the commodity-dumping, price-rigging 
tactics of the Communists; to prove that a free society can outdo a controlled 
society not only in total production but also in allocating resources to critical 
areas such as education, science, technology, urban rehabilitation, and resource 
conservation. There is the agonizingly difficult part of our challenge: To do the 
job that must be done without destroying the freedoms that the West struggled 
for centuries to create and preserve. 

But preserving basic freedoms means that we cannot be rigid or paralyzed 
about preserving the past institutions or techniques by which we achieved our 
past successes. If, for instance, reliance on the traditional means of combating 
inflation means that we can curb it only by simultaneously curbing economic 
growth, then we must devise new and better means of managing our economy. 
If our enemies are clever and relentless in disrupting our commerce or binding 
underdeveloped countries to them, we must work out new measures of economic 
defense and offense. We must be prepared, in short, to be as inventive in build- 
ing and adapting our political and social institutions as we have been in building 
rockets and satellites. 





STRONG LEAD FOR NATO 


The North Atlantic Treaty Organization, despite serious internal strains, has 
once more demonstrated its basic unity of purpose. In dealing with the Soviet 
threat to Berlin, the NATO Council has thrown its weight behind the U.S. policy 
of not giving an inch to Soviet pressure. 

NATO’s unity on Berlin can be jointly credited—paradoxical as it may sound— 
to Soviet Premier Khrushchev and Secretary of State Dulles. The Soviet 
Premier clearly has overplayed his hand, as Stalin sometimes did. His bom- 
bastic Berlin threats had stiffened the backs of most Europeans even before 
the NATO Council met in Paris last week. Then, Secretary Dulles showed 
what strong U.S. leadership can do in consolidating Western unity. 
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At the NATO meeting, by all accounts, Dulles turned in one of his most 
impressive performances. Backed up by corridor talk from his aides, Dulles 
kept hammering home one point: No matter what its allies do or Say, no 
matter how tough the Russians talk over the next 6 months, the United States 
intends to stay in Berlin. “This time,” said one NATO minister, “we got the 
feeling you Americans know exactly what you want.” 

In taking this firm position, Dulles was doing more than calling Khrushchey's 
hand in Berlin. He was getting the members of NATO to subordinate their own 
differences on other problems to the overriding issue of European security, 

No quick resolution can be expected for these internal problems. Especia 
intractable are British-French differences over the proposed Free Trade Ape 
and U.S.-French differences over the bigger NATO role that General de Gaulle 
is demanding for France. Both are a manifestation not of weakness among 
our major European allies, but of growing strength and independence, But 
traditional rivalries that could hurt NATO also are involved. By giving 9 
strong lead on the critical Berlin issue, the United States not only has calleg 
Moscow’s hand but has brought Western Europe back to a better senge of 
reality. 


[From Business Week, Jan. 17, 1959] 
SETTING THE GOALS FOR THE UNITED STATES IN 1959 


President Eisenhower’s state of the Union message embodies the sober, middle 
of-the-road approach that has become the stamp of his administration. 

The fact that it contains little in the way of bold new proposals reflects the 
fact that there is nothing new in the problems the administration must face. 
Some of them have become intensified in the last year, but the list is essentially 
the same. There is the cold war challenge of the Soviet Union, which appears 
stronger than ever on both the economic and military fronts. There is the re 
newed fear of inflation. And there is the new Congress controlled by the 
opposition. 

SECURITY ABROAD 


The worldwide struggle between freedom and communism formed the backdrop 
for the President’s program. In his message he argued, quite rightly, that this 
contest increasingly shapes our national life, determining not merely the cost 
of our defense program but even the educational effort we must make in our 
schools. 

To meet the Communist challenge abroad, said Eisenhower, we must help 
provide the free world with two things: Security against aggression and economic 
stability. To maintain peace, the United States stands ready to “prevent war at 
any place and in any dimension.” This way the United States hopes someday 
to get its no-force doctrine accepted throughout the world, even by the 
Communists. 

In building free world economic strength, Eisenhower counts heavily on plans 
for expanding the resources of the World Bank and International Monetary Fund 
and on the establishment of regional institutions such as the proposed Inter- 
American Development Bank. He also sees the need for “a greater participation 
by private enterprises in economic development abroad.” 'To encourage this, the 
administration wisely plans to present Congress with a program that is slated 
to include tax incentives for companies investing in oversea operations. 

Few Americans would question the need for the kind of far-reaching foreign 
policy goals and commitments that are included in Eisenhower’s program. Butit 
will be possible to achieve these goals and deliver on these commitments only if 
they are backed up by an equally farsighted program for building the strength 
of the U.S. economy. 

It is in the area of U.S. defense and domestic policies that Eisenhower's pro 
gram will be subject to the most searching questions. 

In reviewing our military position, Eisenhower frankly admitted the Soviet 
Union’s technological accomplishments. But he declared that our own progress 
is highly gratifying, and warned against going to extremes prompted by fear 
or complacency. 

The President made clear that he personally participated in the drawing 
of the defense budget. This is a guarantee of its adequacy for many Americans, 
but it is doubtful that Congress will show the same trust in the President's 
expertness as it did in his first administration. This means that there will bea 
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not debate. And if the debate results in cutting down on duplication and waste 
and strengthening our military posture, it will be all to the good. 

It is obvious that the cost of our military program is responsible for the 
President’s alarm over the threat of inflation. He repeatedly stressed the need 
to achieve a balanced budget, and outlined a series of anti-inflationary proposals 
designed to reduce spending in nondefense areas. While most of these measures 
have been recommended earlier, they now appear to have a chance of success 
pecause the Nation recognizes the need for action. 

One of the few new but not unexpected proposals is the suggestion to amend 
the Employment Act of 1946 to make price stability a primary objective of na- 
tional economic policy. We still think the merit of this measure is questionable. 

Stability of the price level is already embodied as one of a trinity of economic 
objectives in the Employment Act, so that any revision runs the risk of over- 
emphasizing stability and neglecting maximum growth and employment. Such 
an interpretation must be avoided. 


STABILITY AT HOME 


The President’s preoccupation with stability stems from the upward push of 
prices during the past year. It contrasts with the lack of any detailed program 
aimed at insuring economic growth. This omission would be a cause for concern 
if it were not for the one entirely new proposal in his message—a call for the 
establishment of a citizens’ committee to draw up and define our national goals. 

Such a committee could do a job of enormous value, provided that its members 
have something to contribute beyond the views of old-line pressure groups. The 
Nation is growing in population and in economic strength, but it is often a hap- 
hazard and piecemeal growth. We are sorely in need of a series of definite 
national goals that could inspire the Nation and the Government to greater 
efforts. The heightened pressure of the cold war demands that we move for- 
ward more consistently. 

We are sure that the national goals that the committee defines will emphasize 
growth plus stability. After all, only an acrobat can remain stationary on a 
bicycle. The way to attain stability in this fast-moving world is not by standing 
still but by moving forward. 





[From Business Week, Feb. 28, 1959] 
WuHyY THE TREASURY IS IN TROUBLE 


The grave situation facing the U.S. Treasury was brought to the public’s 
attention last week when President Eisenhower announced that the administra- 
tion might have to ask Congress to lift the 444 percent ceiling now prevailing on 
the interest rate on new Government marketable bonds. For the Treasury has 
been experiencing increasing difficulty in its borrowing despite its willingness 
to pay attractive rates. 

The present crisis has been building since last summer, when the Federal 
Reserve revealed that it was shifting to a restrictive credit policy to combat 
inflation. 

In times of tight money, the very existence of a ceiling on rates becomes a 
positive handicap to the Treasury, because rates promptly gravitate toward the 
limit. The ceiling is an arbitrary restriction that hampers the Treasury’s 
financing task. 

But the lifting of the ceiling is no panacea, and under present circumstances, 
is almost superfluous. With the Federal Reserve and Treasury voicing their 
fears of inflation, few investors are interested in long-term bonds. The amount 
of funds that the Treasury can raise in the long-term market is always limited, 
and if rates are raised, it runs the risk of drawing funds that would otherwise be 
used for housing and capital spending. 

There is no simple solution to the Treasury’s problem. On one hand, it has 
no choice but to raise the funds to pay for the programs voted by Congress. On 
the other, it must raise the money under the handicap of the debt limit and the 
interest rate ceiling set by Congress. Thus, when the Federal Reserve is pur- 
suing a restrictive policy, it cannot go to market on terms or times of its own 
choosing. 

The result is that the Treasury has had to resort to short-term financings. So 
far, at least, this route has not been inflationary, because corporations, flush 
with cash, have bought its obligations. But as business activity increases, it is 
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probable that companies will cash in their securities; this means the Treasyry 
will have to sell increasing amounts of short-term issues to the banks, which is 
inflationary. 

It is the position of the Federal Reserve and the Treasury that higher intereg 
rates are essential to fight the threat of inflation and safeguard the dollar 
They are particularly concerned about foreign fears of a deterioration in the 
dollar, and feel that we must demonstrate our resistance to inflation by whole 
hearted reliance on orthodox credit controls. 

Unfortunately, the record of the last few years gives little assurance that this 
will work. During the 1955-57 boom, the Federal Reserve's general controls 
over credit did restrict the money supply, but they failed to halt the wage ang 
price spiral. At the same time, rates on long-term bonds practically doubled 
but this did not result in a stronger market; on the contrary, the long-term bond 
market hardly exists. 

To repeat this process seems likely to destroy the Government market com: 
pletely and further weaken confidence in the dollar. Equally important, jt 
threatens to curtail our growth at a time when growth is essential. 

Instead of relying on methods that have already been used and found want. 
ing, it would be wise to explore what other means are available. The use of 
specific controls over credit should be considered; and we must decide what 
amount of money is required to insure growth without inflation. 

This does not entail any diminution in the Federal Reserve’s power. In 
fact, it would give new responsibility to monetary management. More and 
more, it is being recognized that we are not confronted with the orthodox type 
of inflation which can be controlled by orthodox monetary policy. What we 
need is some clear new thinking and bold new action to put the Treasury's 
house in order. 

THE SHORTER WEEK 


On the surface, there’s a certain plausibility to the AFL-CIO proposal for 
putting U.S. industry on a 35-hour week as a means of wiping out unemploy- 
ment. The shorter workweek is a perfectly legitimate goal for union leaders 
to seek. And, in fact, the steady reduction in the length of time that a man 
must work to earn his living has been one of the great achievements of the U.S. 
economic system. 

But to jump to the 35-hour week now or at any time in the near future 
would be asking for trouble. It’s perfectly true, as the unions argue, that the 
spread of automation and other technical improvements in industry has in- 
ereased worker productivity. But the benefits of this higher productivity 
already have been passed along to the workers in the form of higher wages. 
In fact, wages have gone up faster than productivity in recent years. 

In the markets of the world, U.S. goods, with their high labor costs, are 
already at a disadvantage. In more and more cases, we are losing out to com- 
peting industries abroad, and this is at least partly responsible for the way 
the balance of trade has been running against us. 

Labor leaders will have to recognize that they can’t have it all ways at once. 
To shorten the workweek now by fiat wouldn’t help solve the unemployment 
problem. Unless it was accompanied by a high increase in productivity—not 
already offset by wage increases—it would simply increase the labor costs of U.S. 
industry. At home, that would increase the dangers of inflation. Abroad it 
would put U.S. industry at even greater disadvantage 


Chairman Dawson. If there are no further questions, we shall 
stand adjourned until after the recess for the holidays. 

(Whereupon, at 12:55 p.m., the subcommittee was adjourned, sub- 
ject to call of the Chair.) 
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AMENDING THE EMPLOYMENT ACT OF 1946 


(To Include Recommendations on Monetary and Credit Policies 
and Hearings on Proposed Price and Wage Increases) 


THURSDAY, APRIL 9, 1959 


House or REPRESENTATIVES, 
EXECUTIVE AND LEGISLATIVE 
REORGANIZATION SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., Hon. William L. Dawson (chair- 
man) presiding. av 

Present: Representatives Dawson, Fascell, Smith, Brown, Barry, 
and Reuss. 

Also present: Elmer W. Henderson, counsel, Phineas Indritz, coun- 
sel: and Lawrence Redmond, clerk. 

Chairman Dawson. I think we might as well begin. 

The others have called in. They had some groups come in unex- 
pectedly. They ought to be arriving any timenow. 

Our first witness will be Dr. Gerhard Colm, National Planning 
Association. 

Dr. Colm has been before us before, and I am happy to see him back 
again. 

At this time we will hear from you, Doctor. 

Pardon me, Mr. Reuss? 

Mr. Reuss. If I may interrupt for a moment, I would like to intro- 
duce for the record the revised version of H.R. 4870, which incorpo- 
rates certain suggestions made during the hearings held before the 
recess. 

I believe that all members of the subcommittee have been presented 
with copies of it. 

Very briefly, the revision does two main things: 

In section 1 of the bill 

Chairman Dawson. Will you give Dr. Colm a copy ? 

Mr. Revss. Yes. 

In section 1 of the bill, it actually sets forth the words “Federal 
Reserve Board” instead of the broad language which was in the origi- 
nal version. 

In section 2, it substitutes for the Council of Economic Advisers as 
the agency which would hold price-wage hearings, the President or 
any Federal agency he designates. 

Those changes were recommended by various witnesses, and, in my 
opinion, they constitute improvements. As a working paper, there- 
fore, I offer H.R. 4870 as revised. 

Thank you, Mr. Chairman. 
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(The revised bill follows:) 


[Revised version of H.R. 4870, 86th Cong., 1st sess. ] 


A — ee the ers a of 1946 to provide for its more effective administr, 
on, and to bring to ar an informed public opinion upon price and w . 
which threaten economic stability age Increases 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Employment Act of 1948 
(60 Stat. 23, 15 U.S.C. 1021, et seq.), as amended, is amended by adding at the 
end thereof the following new section: 

“Sec. 6. It is the sense of Congress that the President and the Federal Goy. 
ernment, in executing this Act, shall give due effect to the following provisions 
of the Act: 

“(a) The provision of section 2 setting forth the goals of maximum employ. 
ment, production (including the concept of sustained growth), and purchasing 
power (including the concept of reasonable price stability). i 

“(b) The provisions of section 3(a) requiring the President to include jy 
each year’s Economic Report, in quantitative terms, the levels of employment. 
production, and purchasing power which he deems ‘maximum’, and current and 
foreseeable trends. ; 

“(c) The provision of section 3(b) for the discretionary periodic transmittal 
of supplementary or revised recommendations. 

“(d) The provisions of section 3(a) (3) for a review, and of sections 3(a) (4) 
and 3(b) for program and recommendations, including therein monetary and 
credit policies to the same extent as all other policies affecting employment, 
production, and purchasing power: Provided, That if the Federal Reserve 
Board disagrees with such program and recommendations, the President shall 
report such disagreement to the Congress, together with a statement from the 
Board of its reasons.” 

Sec. 2. The Employment Act of 1946 is amended by adding a new section 7 
as follows: 

“Sec. 7. The President, directly or through any Federal agency he designates, 
shall hold public hearings, with respect to industries where most of the output 
is produced by relatively few firms, concerning (a) price increases, prospective 
or actual, which in his judgment appear to threaten economic stability, and (b) 
wage increases, prospective or actual, which the firm involved declares to bea 
eause of the price increases specified in clause (a) of this section. He shall 
issue factual summaries of such hearings, and, where he deems it advisable, 
issue advisory statements.” 


Chairman Dawson. You may proceed, Doctor, at any time. 


STATEMENT OF DR. GERHARD COLM, CHIEF ECONOMIST, NATIONAL 
PLANNING ASSOCIATION 


Dr. Coum. Mr. Chairman, I am Gerhard Colm. TI am chief econo- 
mist of the National Planning Association. I am appearing, however, 
in my individual capacity as an economist in response to the chairman's 
invitation to testify on H.R. 4870 and other bills to amend the Em- 
ployment Act of 1946. 

Mr. Chairman, I believe that I can best serve the purposes of this 
committee if I discuss the objectives of the proposed amendments, 
rather than the details of the legislative language. 

_ The proposed amendments of H.R. 4870 as revised- and I am using 
here the revised version which Congressman Reuss made available to 
me a few days ago—consist of two parts. One part is designed to 
clarify the law as it stands. The second part is concerned with some 
implementing policies. In the first group of interpretive amendments, 
“maximum employment and production” is defined so as to include 
the concept of sustained growth; maximum purchasing power 1s 
defined so as to include the concept of reasonable price stability. In 
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my opinion, there cannot be any real question about the validity of 
these interpretations in the light of the legislative history of the act. 

A second interpretive amendment requires the President’s Economic 
Report to include siatements in quantitative terms, of the levels of 
employment, production, and purchasing power needed to meet the 
objectives of the act. A review of the debate on the full employment 
bill of 1945 both by the committees of Congress and by the Congress 
as a whole shows that this is the meaning of the legislation as enacted. 
The Joint Economic Committee has interpreted the act in this way 
and has provided quantitative statements of the “needed levels” when 
the executive branch failed to doso. 

As to the third interpretive amendment the Employment. Act left 
it to the discretion of the President to decide when changes in the 
economic situation called for supplementary reports and revised 
recommendations. But it was certainly the intent of these provisions 
that supplementary reports should be prepared in the event of a 
significant change in economic conditions. For example, the economic 
report of January 1958 did not recognize the severity of the recession 
then underway. Not long thereafter, however, the President found 
it necessary to recommend and adopt measures in order to counteract 
the recession. In my opinion this situation warranted a supplemen- 
tary economic report. 

Finally, I also have no doubt that the intent of the Employment 
Act was to include a review of and recommendations for monetary 
and credit policies as part of the President's report on national eco- 
nomic policy. As a matter of fact, the first version of the full em- 
ployment bill of 1945 was criticized because of an overemphasis on 
Government expenditures as an anticyclical device and a neglect of 
other devices, particularly monetary policies. 

You still may remember several statements by Senator Taft, who 
emphasized that it was a weakness of the original bill that it did not 
place enough emphasis on monetary policies. 

The revision in the original language was intended to cover all 
policies which could affect employment, production, and purchasing 
power within the specified limitations of the act. 

Since the interpretation of the Employment Act has been questioned 
in these four respects, it would in my opinion be desirable for the 
Congress to go on record with a clarification of the act. I cannot 
judge whether an amendment to the act is the most appropriate form 
for such a clarification. Irrespective of the legislative procedure, I 
do believe that such clarification is valid and desirable. 

Here I may refer to the bills H.R. 2772 and H.R. 5658. In some- 
what different language these bills also make it clear that reasonable 
price stability is included in the objectives of the act. I prefer the 
formulation of H.R. 4870 because it recognizes that price stability has 
always been regarded as an aspect of “maximum purchasing power.” 
This interpretation of the act was not only the intent of the legisla- 
tion but has also been reflected in the Economic Reports of the Presi- 
dent ever since 1947 and up to the most recent one, and in the reports 
of the Joint Economic Committee. Nevertheless, reemphasizing 
this interpretation as H.R. 4870 does, cannot do any harm. It is, 
however, more important in my view to provide for the implementa- 


br. of this objective of the act, which is done by the later part of the 
ill. 
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The second part of the proposal incorporated in H.R. 4870 as yp. 
vised seeks to implement the objective of price stabilization, }, 
adds a function to the duties of the President which was not Spe- 
cifically included in the Employment Act. I believe that this pro. 
posal is of great significance in the present situation and may become 
of increasing significance in the future. 

Last year I testified before this committee, as the chairman my re. 
member, on a similar proposal and have also presented my Views on 
the price problem in some detail to the Senate Finance Committee, 
Therefore, I shall only briefly summarize the reasons which in my 
opinion speak in favor of some such proposal as is incorporated 
in this bill. 

A price rise may be initiated because excess demand (e.g., generated 
by war spending) presses against scarce supplies. We have come to 
speak of this condition as demand-pull inflation. However, a price 
rise may result from factors other than demand. For example, a 
corporation, particularly in an industry in which demand is relatively 
inelastic and in which competition is limited, may raise prices in order 
to break even at a lower rate of operation. Ora corporation may raise 
prices in order to meet an increase in wages or other cost factors. Oc- 
casionally, the two factors have been combined, that is, prices were 
raised but by an amount greater than the increase in labor costs. In 
all these cases we speak of: cost-push or administered price inflation. 

Conditions of demand-pull and cost-push inflation often follow one 
another. Demand-pull inflation usually leads to an increase in vari- 
ous cost factors, while cost-push inflation may lead sooner or later to 
a corresponding expansion in monetary demand. Nevertheless, it 
makes a great difference whether the origin of the price rise is on the 
demand or cost and operating side. In the first example a curtail- 
ment of demand can most effectively be acheieved by fiscal and credit 
policies. If, however, a restrictive fiscal and credit policy is used to 
combat the second type of inflation (cost-push or administered price 
inflation) the rate of economic growth would be curtailed and possibly 
a recession and increased unemployment would be produced. Such 
a policy leads to a conflict between the objectives of economic growth 
and price stability. 

One of the most important tasks of economic policy is to reconcile 
the principal objectives of the Employment Act, namely the promotion 
of economic growth and of reasonable price stability under full em- 
ployment conditions. The legislative proposal before you merits your 
serious consideration because it comes to grips with this task. 

Until a few years ago, some economists still denied that there really 
are two kinds of inflation. The experience of the recession has demon- 
strated beyond doubt that in the modern economy prices can rise 
even when there is a slack in demand. In such a situation the use 
of monetary policy to combat the price rise would aggravate the slack 
in demand. That is what actually happened in the fall of 1957. 

The price rise in 1957 and 1958 should not have been combatted by 
monetary policy; it should have been combatted by other means, A 
procedure such as that proposed in the bill under consideration could 
have been of great usefulness in that situation. Not all situations will 
be so clear cut as that of 1957-58. Often both types of inflation 
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occur at the same time so that several anti-inflation policies will have 
to be used in combination. — ap 

In the face of demand inflation, policies would be needed which 
curtail demand and/or increase supply. Appeals for self-restraint in 
buying can at best hold back the price rise only temporarily under 
such conditions. A cost-push or administered price inflation, how- 
ever, requires a variety of other measures. A cost-push or adminis- 
tered price inflation can be mitigated in the longer run by policies 
which promote competition. However, in the structure of modern 
business and labor completely competitive conditions cannot be 
achieved. Neither prices nor wages are wholly determined by the 
forces of supply and demand. ‘There remains a considerable margin 
within which prices and wages are determined by deliberate decisions 
of business managers and the partners in collective bargaining. These 
deliberate decisions may or may not be most conducive to economic 

rowth and price stability. The question, then, is how can a policy 
achieved which at the same time does justice to the long range in- 
terests of the parties concerned and takes into consideration the na- 
tional interests of long-term growth and reasonable price stability ? 
Such reconciliation of private and public interests can be achieved 
if the parties exercise some degree of self-restraint. 

Mr. Chairman, as I understand it, this proposal does not intend 
to adopt price or wage controls. Rather, it is designed to put some 
teeth into the “jawbone” approach to the promotion of self-restraint. 
The President under this proposal could order that hearings be held 
on actual or prospective price increases and such wage increases which 
the firm involved declares would necessitate price increases. The 
knowledge that hearings may be held and that summary conclusions 
and advisory statements may be issued would, I believe, add to the 
self-restraint of both management and labor. 

Mr. Chairman, a few days ago I found in the Washington Post on 
the editorial page, a statement which I think formulated this thought 
better than I was able to do. So I would like to read a sentence from 
the Washington Post editorial, April 3, 1959, under the title, “What 
of the Consumer ?” 

It is a short editorial which I would like to offer for the record. 
The last sentence reads: 

In time, a competent factfinding procedure of this kind could come to have a 
stabilizing effect on both business and labor leadership. The decisions would 
still lie with the companies and the unions, but the greater capacity to judge 
their wisdom would become the public’s. The consumer might then make his 
voice heard at the bargaining table. 

This is the end of the quote. 

Chairman Dawson. That may be introduced. 

(The editorial is as follows:) 


[Washington Post editorial, Apr. 3, 1959] 
WHAT OF THE CONSUMER? 


It ought to come as no great surprise, we suppose, that spokesmen for both 
“big labor” and “big business” are opposed to proposals for a Government review 
of price-wage changes that might have a significant inflationary impact. The 
fact that neither group wants such a review might in a sense be taken as prima 
facia evidence of the need for it. In too many wage negotiations since World 
War II it has appeared that management’s attitude was too easy and labor’s 
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too demanding in relation to normal market and price considerations, each side 
apparently feeling that the consumer could be stuck for the bill, or most of jt 
whether he liked it or not. This, at least, has seemed the case in the concentrated 
industries like steel where prices have spiraled almost steadily despite markeg 
periodic declines in demand. 

The difficulties with outright price-wage control are, of course, so great that 
only in a war or other extreme emergency should such measures be undertakey, 
Similarly, extensive Government involvement even in a review and factfinding 
procedure, relying upon public opinion for enforcement, would have its pitfall 
Full adversary proceedings, with all the paraphernalia of a record, of hearings, 
evidence and cross-examination, might seriously subvert the necessary private 
bargaining process and also introduce delays that could make the economy 
sluggish and less responsive to public demands than it sometimes is. 

But a limited, public sampling of the factors in major wage and price decisions, 
undertaken as and if needed by a nonpartisan, expert board whose findings 
could be expeditiously developed and published, might serve a most useful pur. 
pose. Whether such a board might say, labor or management or both would 
be free to dispute it and to act as each might see fit. But the confused public, 
unable to reconcile the widely divergent claims of both sides in major contract 
disputes and important price adjustments, would at least have an independent 
source of information. In time, a competent factfinding procedure of this kind 
could come to have a stabilizing effect on both business and labor leadership, 
The decisions would still lie with the companies and the unions, but a greater 
capacity to judge their wisdom would become the public’s. The consumer might 
then make his voice heard at the bargaining tables. 


Dr. Cotm. I am glad to see that the original bill has been revised 
in one respect, namely that the hearings need not be held by the Coun- 
cil of Economic Advisers. This change takes care also of the criti- 
cism which I expressed to this committee last year. This would di- 
vert the Council from their primary task. I think it would be best 
if such hearings were held by a board of experts who would submit 
a factual report to the President. On the basis of such a report, the 
President would draw his conclusions, presumably with the advice of 
the Council of Economie Advisers, but the Council would not hold the 
hearings under this proposal but would advise the President in the in- 
terpretation of the factfinding report. 

I still feel, as I suggested at last year’s hearings, that some further 
formalization of the procedure would be desirable beyond even what 
is now the revised version of the bill. I believe the President should 
be authorized to declare industries as crucial for maintaining price 
stability. I think the definition given in the bill “in which only a few 
companies are dominating” is not precise enough. In such industries 
advance notification would be required before proposed increases in 
prices or in wages which in the opinion of the firms would necessitate 
price increases, could become effective. The present bill does refer to 
prospective price increases but doesn’t say how the executive branch 
learns about prospective price developments. In principle, this kind 
of legislation is desirable because it demonstrates that price determina- 
tion and wage agreements may affect purchasing power and therefore 
are a matter of legitimate concern of the Government and the public. 

IT am aware of the fact that some business organizations have ob- 
jected and some labor organizations have been cool to the proposal. 
Some people have expressed concern that the holding of hearings on 
price and wage changes might be only the first step to imposing price 
and wage controls. They fear that it might serve as the notorious 
nose of the camel getting into the private business tent. While I do 
not see that price and wage controls should be a consequence of this 
proposal, I too believe that no additional measure of Government in- 
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tervention in the private sphere should be adopted unless the alterna- 
tives are even less desirable. — 

What then are the alternatives ? erGri 

Let me first say that the threat of an imminent runaway inflation 
is not why I favor this proposal. As a matter of fact, I believe that 
some of the fears which have been expressed by people inside and out- 
side the Government are grossly exaggerated. In the long-term per- 
spective the recent price increases in the United States have been rela- 
tively mild, if we exclude the periods of war and the aftermath of 
war. 1 am concerned, however, with the persistency of small price 
rises, particularly in periods of slack demand. If the Government 
officially adopts a policy of looking in the other direction whenever 
prices rise, business, labor, consumers, and investors may anticipate a 
continuing price rise with the consequence that a small price rise 
would soon become an inflation spiral. 

The use of conventional methods, such as a restrictive monetary 
policy, to fight such price rises may interfere with the objective of 
achieving a desirable rate of economic growth. Economic stagnation 
could result if not economic recession or depressions. 

Some may say that since the situation is not yet alarming, we might 
as well wait until the problem becomes really more urgent. My 
answer is that at this point we may be able to achieve reasonable price 
stability with mild measures and avoid the necessity of price and 
wage controls. If the public gets the impression that the Govern- 
ment is not really serious about keeping prices in line, then the specu- 
lative anticipation of further price rises may magnify the problem; 
in the end this might lead to the necessity of price and wage con- 
trols. Thus, it may well be that a proposal such as the one before 
this committee may be regarded as a measure avoiding rather than 
leading to price and wage controls. The amendment proposed in 
H.R. 4870 with proper implementation—I think it should go beyond 
the present language—would in my opinion demonstrate that the 
Government is concerned with price stability and would thereby 
have a considerable effect. on the behavior of all concerned without 
necessitating direct controls. 

Thank you, Mr. Chairman. 

Chairman Dawson. Mr. Fascell ? 

Mr. Fasceiit. Dr. Colm, you say that the language which would 
identify those industries is not specific enough in section 2 of the 
bill. 

Could you help us with any specific language which might more 
definitely specify the industries as you think they should be specified ? 

Dr. Coum. Mr. Fascell, I would suggest that the bill make it the 
duty of the President to declare certain industries, from time to time, 
as crucial for the purpose of economic stabilization. 

Mr. Fascetn. In other words, you leave it completely flexible and 
let him make a decision based on whatever expert advice he can 
get? 

Dr.Cotm. Yes, sir. 

_ Mr. Fascetn. And you would eliminate the language which is now 
in the bill, completely ? 

_Dr. Corm. “Produced by relatively few firms,” yes. I would be- 
lieve that this would be one of the guiding aspects 
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Mr. Fasceiu. Which would be considered. 

Dr. Cotm. Because that is where the price rise may be crucial from 
the point of view of general price stabilization. But it would not 
exclude industries where some people may be uncertain and ask 
“Well, what isa few? Is20or10a few or 4?” 

Mr. Fascett. Now, with respect to subsection (d), dealing with 
monetary policies, do you find any particular conflict with respect 
to the monetary and credit policies of the country as the bill attempts 
to deal with them in this particular section ? 

Dr. Cotm. I am not sure I understood. Whether there is a conflict 
between the bill 

Mr. Fasceti. Yes. Are we going at cross-purposes with this pro- 
vision about bringing out any disagreement from the Federal Re- 
serve Board and the policies of the Government as seen by the 
President ? 

Dr. Coitm. Mr. Fascell, as I understand the present situation, it 
is the following: 

The President says he is authorized to deal with monetary credit 
measures under the Employment Act of 1946, but he says it would be 
unwise to do so because that would interfere with the independence of 
the Federal Reserve Board. Therefore, he has included monetary 
policy only in the review of the past, and for the future, for instance 
the recent report, there he only says, if I remember correctly, “We can 
have good prosperity if this and this happened, and, also, if an appro- 
priate monetary policy is adopted,” but it doesn’t say what that is, 

I think this is not the intent of the Employment Act. The intent 
of the Employment Act was that the report should deal with mone- 
tary policies as with any other policy. And I don’t see any conflict 
between such a statement and the independence of the Federal Re- 
serve, because the President also says, for instance, what Congress 
should do, adopt certain legislation. That doesn’t mean that he inter- 
feres with the independence of Congress, or he says what. business 
and labor ought to do; that doesn’t imply that he means to dictate to 
business and labor what he thinks is right. He has statements in 
there about local government, but no statement about Federal Reserve 
policy, which I think is inconsistent. 

Mr. Fasceuu. I understand that part of it. 

How about the other part of it, though, which says that when these 
policies are in disagreement, the Board must submit a statement as to 
what their position is? 

Supposing they don’t choose to state what their position is? 

Dr. Corum. I understand if there is a disagreement, the President 
would be bound to report such disagreements. 

Mr. Fascety. If he knows that one exists. 

Dr. Cotm. Well, he would know because the Federal Reserve Board 
of Governors, the Chairman of the Board of Governors has always 
been consulted on the President’s intent with respect to the Economic 
Report. 

Mr. Fascetu. I see. 

Dr. Cotm. And also in the past. 

Mr. Fascetx. In other words, there is a measure of liaison. 

Dr. Cotm. There has always been such liaison. I know it existed 
at the time when I had an opportunity to participate in that asa 
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staff! member of the Council of Economic Advisers, and now we have 
it even as a formalized procedure by Executive order, we have a com- 
mittee established on which the Chairman of the Board of Governors 
serves as a member. 

Mr. Fasceti. Iam not sure J understand. 

Would you explain briefly what this formalized procedure is? 

What I am mainly getting at 1s: 

Is this information available before the fact, after the fact, or con- 
currently with the action i, ys : 

Dr. Corum. The way I understand it is that policies by the President 
are discussed by a committee before they are enunciated, and on this 
committee the Board of Governors are represented. 

Mr. Fascetu. I see. 

Dr. Corm. I would have no objection to the language of the bill 
that if there is a disagreement, such disagreement should be reported. 
I think it is the kind of language under which there rarely will be 
any disagreement. 

Mr. Fascetu. In other words, you interpreted that to refer to this 
committee on which the Board of Governors has a representative ? 

Dr.Cotm. Yes. 

Mr. Fascertt. At which time he may disagree with the President’s 
announced policy. 

Dr.Cotm. Yes. I presume any disagreement would be straightened 
out in the process of formulating the language of the report. 

Mr. Fascecu. i was just wondering whether that was sufficient. In 
other words, I could disagree violently with what you are about to 
propose and yet have nothing affirmative, myself, to offer. Or I might 
not even make an effort to offer anything affirmatively. This is the 
part of the thing I didn’t quite understand, and that is the reason I 
raised the question ¢ 

Do you follow me on that ? 

Dr. Cotm. Yes, sir. 

Mr. Fasce.y. In other words, as a representative of the Board of 
Governors, I could just object to everything with respect to what 
the President proposes to announce on monetary and credit policies 
and not say anything myself. I am just opposed to them for good 
reasons. That doesn’t necessarily presuppose that I would support the 
converse of whatever the proposition is. Do you understand the 
point I make ? 

Dr. Corm. Mr. Fascell, why should not the President in the Eco- 
nomic Report say in such a situation that he thinks this is a time for 
tight money policy and then follow with a statement—— 

Mr. Fasceiy. The representative of the Board of Governors dis- 
agreed violently, is that it ? 

Dr. Cotm. Well, he says these are the views of the executive branch, 
with which the Board of Governors does not concur. 

Mr. Fasceiy. Takes exception? In other words, in your opinion 
that would be sufficient to identify the areas of disagreement ? 

Dr.Coum. Yes, sir. 

This is not entirely novel in Government procedure, because as you 
know, very often the Secretary of a Department testifies before Gon- 
gress and at the end of the testimony says: 


This proposal has not been cleared with the President. 
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Now, we have such official statements of concurrence or noncop. 
currence. 

» Mr. Fascetxi. Thank you. 

That is all I have, Mr. Chairman. 

Chairman Dawson. Mr. Brown ? 

Mr. Brown. Mr. Chairman, and Mr. Colm, I read your statemep; 
carefully, and I listened to practically all of it, and in general, ag | 
hear what you have to say today and read your statement, it is pretty 
well in line with what you recommended a year ago. : 

Dr. Cotm. Yes, sir. 

Mr. Brown. Not much difference. You still have the Board ideg 
that Mr. Fascell inquired into. 

I think, Mr. Chairman, if I may, I would like to refer back to the 
hearings we held on July 21 or 22, and your testimony, Mr. Colm, 
which should be a part of the record, I hope, when we consider these 
new bills, and to my questions and Dr. Colm’s answers as they appear 
on pages 52, 53, 54, 55, 56, 57, and 58 of those hearings on H.R. 12785, 
85th Congress. If so, there is no use to go over those questions again, 

We had a discussion just before the Easter recess, Doctor, as to the 
wording in some of these bills, where appears the words “reasonable 
price stabilization,” although the act, which I think I agree with you, 
does go to price stabilization as well as to other problems, the full 
Employment Act, carries throughout it the words “maximum” jp. 
stead of “reasonable” on everything else except price stabilization. 

Iam wondering if you would agree that, if we are going to have and 
continue on the statute books an act which is presumably for the pur. 
pose of obtaining, if not guaranteeing full employment, the words 
“maximum employment.” While, of course, we have never reached 
full employment, we shouldn’t strike out “reasonable” and have 
“maximum” price—not “price control” but “pricing management,” if 
you want to call it that, instead of “reasonable.” 

Dr. Corm. Mr. Brown—— 

Mr. Brown. Why say “reasonable price stability”? Why not say 
“maximum,” the same as you say “maximum employment”? Why 
shouldn’t the objective be the same ? 

Dr. Comm. Mr. Brown, I think there is a little difference between 
the objective of maximum employment and production on the one 
hand and price stability on the other. 

Mr. Brown. Why? 

Dr. Cotm. Under certain conditions some flexibility in the price 
level, I think, might be desirable up or down. 

I remember very vividly the discussions at the time of 1945. The 
reason why there is no express reference to prices in the Employment 
Act is because the people couldn’t agree. There were quite a number 
of pople who said prices should decline. I recollect the Economic 
Report of 1957 which said prices should go down under the Employ- 
ment Act. Now, there may be situations where some price rise may 
be desirable. I think “reasonable” carries, somehow, the connotation 
that it is something which, from the point of view of the whole econ- 
omy, is the most desirable price development. 

Mr. Brown. That is the best explanation in defense of the wording 
I have heard. I want to congratulate you on that. It makes some 
sense. But of course there are some people who feel that perhaps 


the 


we 
int 
elc 


or 
sh 
Wl 
en 
la 
bi 
el 


vv 
gi 


S . 


., ee ee oe ae 


‘ONCon. 


tement 
ul, as | 
pretty 


d idea 


to the 
Colm, 
r these 
pe 
12785, 
again, 
to the 
Onable 
h you, 
1e full 
n” in- 
on. 
ve and 
€ pur- 
words 
ached 
have 
nt,” if 


ot say 


Why 


tween 
e one 


price 


The 
‘ment 
imber 
omic 
ploy- 
) may 
ation 
econ- 


rding 
some 
rhaps 


AMEND EMPLOYMENT ACT, 1946 139 


the number of employed should rise or go down. In times of war, 

we go up into the stratosphere as far as number of ee ed. Wego 
into » the homes and ask people to come out and work, the wives and the 
elderly people, who normally are not in the employment field. 

Doesn’t that vary, too, just the same as prices vary / 

Dr. Cotm. No, sir; I can’t agree with you, because that is exactly— 
exactly what you say is right, but when we come out of a war situation 
or a situation of strain, whi at is fluctuating is not unemployme nt or 
should not be unemployment but the labor force. These people, the 
wives working in the drugstore now stay home. They don’t become un- 
employed in the definition of our statistics. They drop out of the 
labor force. 

Mr. Brown. Doctor, you may be talking economics and statistics, 
but the record shows they do become unemployed and practically 
every one of them asks for unemployment benefits as soon as the 
great demand for nat ional production dies down. They consider 
themselves unemployed and they do draw unemployment benefits. 
So it is part of that picture. 

Now, I would like to go further and just ask you one other ques- 
tion. I agree with the objectives that we have in these bills. I am 
not sure I “know how we are going to reach them. If we reach them, 
everybody would be happy, < think. But that seems a rather difficult 
thing to do, to make everybody in America and the world happy. 
But ‘there is a sort of the old $64 question as to which comes first, the 
chicken or the egg. 

In your opinion do wages and wage increases really affect and 
bring about price increases, or do the price increases bring about wage 
increases ? Or can it be a combination of both ? 

Dr. Cotm. Sir, I think both might happen. We have cases in 
which we have price increases and in which the union demands 
increases in wages in order to catch up with the cost of living. 

And we have situations where we have wage increases or wage 
demands which are granted in excess of price rises which have taken 
place and where then the firms are really forced to charge higher 
prices or use the wage increases as an excuse for raising prices even 
more than would be justified by the wage increase. We have all these 
situations. I do not see any one formula which covers ev ery case. 

Mr. Brown. So there is some relationship between the cost of pro- 
duction and the price; isn’t there ? 

Dr. Comm. Sure; this is the whole idea of the cost-push inflation. 

Mr. Brown. I noticed by the newspapers just recently, Doctor, as 
late as last night or this morning an advertisement by Mr. "McDonald, 
president of the Steelworkers. We are all concerned about whether 
we are going to have a steel strike in July and whether we are going 
to be faced with another round of increased prices for steel. In 
these advertisements he points out that there are some 201,000-odd 
steelworkers unemployed today, members of his organization, his 
labor organization, who would like to work but ‘annot, despite the 
fact that more steel is being produced today in America than at any 
time in our history, even in the war years, because we have greater 
productive capacity. 

Now, that brings up the question as to whether or not the rapid in- 
crease in wages has not at least been an incentive for industr y to put in 
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labor-saving machinery, or to turn to automation, with the result that 
more and more people are out of employment. 

And, of course the whole purpose of this full Employment Act was 
to try to keep people at work. I am just wondering if you think that 
some of these wage increases do not defeat their own purpose; I mean 
by that, do not affect the workingman, do not affect labor? It is fine 
for the man who is on the payroll who does not lose his job to get a 
pay increase. But what about these 201,000 steelworkers who are 
completely out of work and have to depend on either union benefits or 
unemployment benefits, and sometimes those are exhausted within a 
certain short time ? 

Do you find in your studies that that is a trend that seems to be 
spread all over the country, in practically every industry? It is not 
just in the big industries. Everybody is trying to find out how to save 
labor, because labor costs are so high. 

Dr. Coim. I think there is a certain element in it, Mr. Brown. 

On the other hand, it is rather astonishing that you have—if you 
go to India or Japan, where your wages are very, very low and still 
you find, also, the process of increased mechanization, even automa- 
tion. The reason I think is that the technological advances even 
though they may be pushed somewhat by rise in wages—these techno- 
logical advances are so great from the point of view of management 
that the wage is only one part of it. We see such developments in 
countries where the wage factor cannot be the dominant thing. 

Mr. Brown. I agree with that to a certain extent. Part of that is 
so that they can undersell countries such as the United States. We 
have reached the place where we are outpricing ourselves, not only in 
the markets of the world, but in our domestic markets. In our Amer- 
ican industry, we are finding it to be more and more difficult to com- 
pete with foreign-produced goods in world trade. We are finding it 
more and more difficult to compete with foreign-produced goods right 
on sale here in America. 

We have all kinds of illustrations of that. All you have to do is go 
to any department store down town and you will find the counters and 
show cases are filled with foreign-produced goods. 

They are good in quality, they are all right. And they are under- 
selling, either in price or in quality, American-produced goods. 

I had a situation not long ago, a complaint where barbed wire was 
shipped into my State from, I believe, West Germany, at $40 a ton 
less than the production costs in the United States. They told me 
that it was a little better quality wire than we made here, just as 
heavily zinc-coated and a little better perhaps, and a little thicker 
gage wire. And this whole problem, it seems to me, goes further than 
just passing a law or having a committee set up, or a board to tell the 
President to send up some report to Congress that perhaps most of 
the Members of Congress will not read, and if they do read it, will 
not understand. 

So. Iam wondering if it does not go further than that, if this is the 
solution. 

We do not want to kind ourselves, we do not want to kid our con- 
stituents about this situation. 

Dr. Cotm. I do not think Congressman Reuss would mind my say- 
ing that I do not regard this bill as a panacea for everything that 1s 
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wrong in the American economy. It would take care of a few of the 
iJls, but not of everything. . 

Mr. Brown. If he can cure this, we will have him work on the 
farm problem when he getsthrough withit. 

Dr. Coum. The problem you are mentioning is a very serious one. 
American producers after World War If had a wonderful time 
from the point of view of international competition. All the com- 
peting countries were knocked out, Japan, Western Europe, Great 
Britain; they were primarily concerned with their own resconstruc- 
tion. ; 

Now 10 years after the end of the war, they come back into ras - 
tion and for the first time we are faced now with the new, rebuilt in- 
dustries all over the world. I would not be too pessimistic about what 
is going on because I know in some cases, as you say—I just heard 
the other day of one of our major photographic firms who had ship- 

d lenses to Japan. 

Mr. Brown. May I add, Doctor, that you overlooked of course, one 
point. We not only had easy going in selling our goods over the 
world during the 10 years that these other countries were knocked 
out as a result of the war, but we were very busy manufacturing 
machine tools. In my State, for instance, and all this and that to 
send and to give free of charge to foreign countries to put them in 
business as competitors to U.S. industry. 

Many of the factories of West Germany, for instance, have better 
machine tools, better equipment than we have, on the average, here 
in this country, Chicago, Cleveland, or places of that sort, because 
they are the most modern made and they do not have to depreciate 
them, as they did not cost them anything. 

So, they do not have those costs of depreciation and things to 
handle. 

So, as a result, they are in a very good competitive position. I 
appreciate fully what all these gentlemen who have introduced these 
bills are trying to do, but I question greatly in my own mind whether 
any of them would solve anything, whether, having a Presidential 
board or a Presidential report as a result of the board’s decisions 
and actions will mean much. 

Now the President puts out statements; he gets great publicity 

when he is on the radio or television, or in his press conferences 
with the American press. Perhaps this impresses Congress and the 
public more than when he sends up a beok or a written report. I 
am just wondering—we appreciate your very fine statement and it 
seems to be a very sound one—but I am wondering if this is, in your 
opinion, the right approach or does it go only part way, or should we 
do something else ? 
_ Dr. Com. Congressman, I think you should do many other things 
in addition. I do not want to take your time to enumerate some 
of these, though I would love to do it, because my heart is in some 
other proposals, too. 

But, I think that this bill does one thing, it puts a little bit more 
strength into what the President otherwise can do at the press 
conference. 

Mr. Brown. A little more emphasis.: 
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Dr. Coum. Puts more emphasis and gives the machinery—I megy 
this is what the Washington Post said—a business manager and q 
labor group they will think a little bit more. If certain price changes 
were adopted, they will get us involved in public hearings, the books 
being subpenaed and we may be held up. _In my proposal they would 
not be able to act; the effective date might be postponed. It puts q 
little bit more thinking into these decisions. J think it would help 
us, perhaps, to get along without more drastic measures. 

Mr. Brown. That is all. ‘ 

Chairman Dawson. Mr. Smith? 

Mr. Smit. You just mentioned something about a board of inde. 
pendent experts that would submit a factual report. Do you have any 
ideas on how you would select such a board or how it would be selected 
so it would be independent and your reports would actually be 
factual ? 

Dr. Coirm. Well, I have not thought it through with all its conge- 
quences. What was on my mind that the President would appoint q 
Board of let us say 12 or somembers. You would get for one-half an 
informal expression of sympathy with the selection from business 
groups and one-half from labor groups. 

A little bit like the War Labor Board during the war, where we 
also had this idea of some members who have the confidence of busi- 
ness, some who have the confidence of labor. 

Mr. SmirH. You would anticipate in advance then that there would 
be both a majority and a minority report. 

Dr. Cotm. Entirely possible. And the President would have to 
make up his mind. But I may remind you that the way I and also 
the Washington Post proposed it, this is a factfinding report. This 
Board would not make a recommendation. The recommendation 
would be the President’s recommendation and this is entirely in line 
with the Reuss amendment. 

Mr. Smirru. What I was getting at is that we have different groups 
of economic advisers and so forth and they come up with different 
facts in their reports. I just wondered—you will still let the Presi- 
dent appoint all of them ? 

Dr. Cotm. Yes. 

Mr. Smirn. And it would be up to him? 

Dr. Cotm. Yes. 

Mr. Smirn. That is all. 

Chairman Dawson. Mr. Berry. 

Mr. Barry. I would just like to ask Dr. Colm if he did not think 
it was advisable for the Federal Reserve to maintain the utmost sec- 
recy with regard to their change of policy, and as to whether or not 
any public notice of differences between the President and Federal 
Reserve might be beneficial to certain vested interests and very dam- 
aging to others. 

Dr. Cota. Mr. Barry, I think this point of view should always be 
kept inmind. What does information about Government intentions do 
to speculators and soon? I think this is even more important for the 
Treasury in their announcement of terms for loan issues. 

I do not see any harm in statements on credit policy as we had 
during most of the time of the employment act, until 1953. Each year 
the President did make such a statement which was hammered out 
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before with the Board of Governors and where this point of view was 
always considered. ‘This point of view that you mentioned was always 
considered : How much detail can be given without inducing any undue 
speculation { 

~The way it is in the business community—they have economists, 
they talk to various people, they guess what the attitude is, anyway. 

While I do not want to remove some uncertainty—there should be 
flexibility—I do not think that this is a good argument for not making 
any recommendations. 

By the same token the President should never make a recommenda- 
tion on taxes in advance of the effective date, because if there is a 
recommendation for reduction in excise taxes, well, people are holding 
back. There are these effects which you cannot avoid entirely in a 
democracy where policies are hammered out in public and not where 
one day you read in the paper what has been decreed yesterday. 

So, I certainly think your point of view is valid and should be 
taken into consideration. 

Mr. Barry. Next I would like to ask you if you did not feel that 
the monetary policy is presently formulated by several groups, such 
as the Federal Reserve, and Presidential policy. Then, in addition, 
the bankers of the Nation by either buying or not buying Government 
bonds, by either selling, reducing reserves or increasing reserves in 
accordance with their loaning policies of the banks, plus international 
implications with regard to the movement of gold in and out of the 
country, and foreign trade which is not totally the responsibility of 
our country because we may be on one end, either the selling side, or on 
the buying side, but we are only half of the contract with regard to the 
effect of it, if not all these other factors affecting our monetary policy 
are not, together, more important than the proclamation by the Presi- 
dent that he differs with one of the five ? 

Dr. Cotm. Mr. Berry, I think your argument applies to everything 
we are doing. We are living in a free enterprise economy where em- 
ployment is primarily determined by what business managers and 
consumers are doing. 

Wages are determined by business and labor, whether they want 
more free time or more income, and so on—this is our economic system. 

So, our problem is to devise such policies which affect, which have 
an influence on, the behavior of individuals serving their own ends. 

And we have the Federal Reserve System which, by making reserves 
available or curtailing reserves, affects the attitude of bankers in 
buying or not buying bonds. 

So, [, 100 percent agree with what you say, but I think this is our 
situation for every policy in an economy where we are not decreeing 
what every businessman or worker or consumer ought to do. 

We leave it to their own decisions, but we try to influence those 
decisions by Government. policies. 

Mr. Barry. Do you not feel that if you require, as in section (d) 
of this bill, that if the President is required to directly bring forth 
differences and discrepancies with regard to the monetary and credit 
policies, that many businessmen throughout the Nation, who are not 
as acutely informed, will stop whatever they are intending to do, and 
wait until there is a clarification? I do not mean now, the man who 
has technical ability to look into the intricacies of monetary policy and 
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be able to do as you intimated a moment ago, get the feel of what jg 
going tohappen. That man is going to be all right. 

But how about the broad mass of small businessmen throughout the 
Nation who may be inclined to want to go ahead and—this Nation 
really moves forward when the mass of businessmen move forward. 
not when just a few in the larger corporations of the Nation, who 
would be adequately informed. 

I worry somewhat when I see a thing like this develop because | 
believe in a democracy such as ours it is very difficult for a business. 
man to find out where he is going and to best be able to move forward, 
either in progressive policies with regard to his own business or in the 
risk of his capital elsewhere. 

And anything that would have to do with creating a stalemate 
would, in my opinion, inure to the detriment of sound business policy, 
rather than to aid it. 

There is no one more interested in doing what you purport to do 
here, namely get on a sound basic policy. But I wonder if airing 
those views and differences is healthy. 

Dr. Cotm. I would like to say two things, Mr. Barry, (1) as we 
have the present situation, the President said we need an appropriate 
monetary policy. You leave to everybody’s guess what that is. So 
you have now, as far as the present statements are concerned, uncer- 
tainty. You have it. 

And each businessman has to guess for himself. I think it would 
be most desirable if there were clear statements concerning the general 
line of policy, either as to recommendations to Congress or to these 
policies which are under the discretion, either of the President or of 
the Federal Reserve. 

But, if there is a statement which says this is the President's recom- 
mendation, but this does not commit the Federal Reserve because they 
have not approved it, if there is such an addition, you create again a 
little uncertainty but not as much uncertainty as you have at the 
present time. 

Therefore, I think this proposal moves in the right direction. 

I will not put too much emphasis on this report of disagreement, 
because, as the Government operates, I would say out of a thousand 
economic reports over a thousand years, I would guess it would happen 
once or twice that the President and Federal Reserve fail to agree 
on some language because the existence of such a provision for stating 
disagreement usually has a deterrent effect. 

Mr. Barry. Do you feel that putting such a provision into law 
might invite attention and attacks on the President by irresponsible 
economists to the extent that he may not have made such a report, he 
may be contemplating it, but that he had not done it. There is no pro- 
vision here with regard to time, as to when. 

Dr.Cotm. Pardonme. Are you referring to interim reports? 

Mr. Barr. Yes, I was. 

Now, at the time he writes his Economic Report to the Congress, 
he might be totally in agreement but then, right after that, there 
might be some disagreement and he might not be immediately con- 
cerned with reporting that difference. 

Should he be in such a position that when he has a phone call, talks 
to the Chairman of the Federal Reserve Board—does he immediately 
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have to announce this difference to his Council of Economic Advisers? 
Does he have to announce it to the public? What are the duties of 
the man ¢ LE 

Dr. Corm. This provision refers to the mandatory report; that 
means to the one report which, under the law, has to be submitted 
around the 20th of January of each year. 

Mr. Barry. Yes. 

Dr. Corm. What the President puts into the interim reports de- 

nds entirely on the situation. 

If there is a situation which requires a change in monetary policy, 
I think it should be included and this has been the practice of the 

ast when there were interim reports. 

There may be an economist who feels—responsible or otherwise— 
a change is in order and the President should write a report. 

So he may needle him by getting something into a newspaper or 
suggesting it to some congressional committee. 

But it is entirely up to the President whether he follows the recom- 
mendation or not. There will be criticism irrespective of whether 

Mr. Barry. I feel a certain amount of economic criticism is a very 
healthy thing. 

I wonder if such a compulsion is an adequate provision where it 
might lead to taking advantage of the situation. Certainly it is 
such an important factor and so few people understand monetary 

licy. 

Dr, Cocas. The amendment refers to “The provision of * * * for 
the discretionary period transmittal of supplementary or revised 
recommendation. Now, I understand the word “discretionary” to 
mean that it depends on the decision of the President when such in- 
terim reports are to be transmitted. 

There is no compulsion that anybody can tell him when to sub- 
mit such a report. Whether the conditions call for it, that should 
be decided by his own judgment. 

Mr. Barry. By the President, himself. I am very glad to have 
been able to bring that point out so that it will be clear for future 
years that the President would have that discretion. And it would 
only be mandatory once a year. 

Dr. Cotm. Yes, sir. 

Chairman Dawson. Mr. Reuss? 

Mr. Reuss. No questions, thank you. 

Chairman Dawson. Mr. Henderson? 

Mr. Henverson. No questions. 

Chairman Dawson. Mr. Indritz? 

Mr. Inprirz. Section 2 of Congressman Reuss’ bill would authorize 
the President to hold public hearings with respect to “industries 
where most of the output is produced by relatively few firms.” You 
suggested in your statement that in lieu thereof the President should 
be “authorized to declare” which industries are “crucial for main- 
taining price stability.” 

Did you intend by that suggestion to eliminate all standards from 
the bill? Did you mean that Congress should provide no standards 
for the President to follow ? 

Dr. Coum. I would have absolutely no objection if the bill would 
say that in the determination of industries crucial for price stabiliza- 
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tion particular emphasis should be given to this criterion, as long gg 
it is not exclusive. 

Mr. Inpvrirz. Can you suggest any other standards that Congres 
ought to incorporate in the language of the legislation to guide the 
President ? 

Dr. Cotm. No. I would leave it fairly wide open. 

Mr. Inprirz. My second question is: Congressman Fascell had 
asked whether the Federal Reserve Board should offer its reasons op 
alternatives. As you see, the proposed subsection 6(d) of Congress. 
man Reuss’ bill reads: 

Provided, That if the Federal Reserve Board disagrees with such program 
and recommendations, the President shall report such disagreement to the Cop. 
gress, together with a statement from the Board of its reasons. 

Should that language be modified to read : 


Provided, That the Federal Reserve Board shall inform the President ag to 
any disagreement it may have with such program and recommendations, and 
the President shall report such disagreement to the Congress together with q 
statement from the Board of its reasons and any alternative recommendations 
it may have. 

Would you be agreeable to that ? 

Dr. Cotm. I think that would be preferable. 

Mr. Inprrrz. Now, in your statement you suggested that “further 
formalization of the procedure would be desirable” in connection 
with the hearings contemplated in section 2 of Congressman Reuss 
bill. 

Dc you mean, by the words “further formalization of procedure,” 
that taere should be a detailed hearing procedure, with cross-exami- 
nation, equal time for both sides, subpena of detail records, and so 
forth? 

Dr. Cotm. No, sir; I did not think of that aspect although perhaps 
the subpenaing of records might be required. Otherwise, I thought— 
formalization may not be a very happy expression. What I really 
meant was I would consider that there should be a 30-day period, 
or something like that, until a price increase, which has been filed, 
can become effective in industries declared crucial for purposes of 
price stabilization in order to give the factfinding board time to study 
the price change. 

Mr. Inprrrz. Did you use the words “formalization of procedure” 
to introduce your further suggestion about advance notification! 

Dr. Comm. Yes. 

Mr. Inprirz. When you mentioned that there should be advance 
notification before the proposed increases in prices or in wages could 
become effective, you did not, in your statement, indicate how much 
time should elapse. 

Now, if the period of time is substantial, it would, in effect, amount 
to a control of wages or prices. It would freeze them until the time 
elanses. How long a time do you recommend should elapse? 

Dr. Cons. IT had in my testimony last year proposed 30 days 
advance notification. 

Mr. Inprirz. As you know, in Congressman Reuss’ bill the phrase 
“price increases” and the phrase “wage increases” are each modified 
by the phrase “prospective or actual,” and therefore the language 
of the bill contemplates that the hearings could take place after, a 
well as before, the price rises or wage increases became effective. 
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Now, would you eliminate the word “actual” and substitute a 
phrase requiring 2 mandatory delay for a 30-day period? 

Dr. Cotm. Yes. 

Mr. Fasceti. Mr. Chairman, I have two questions I want to ask 
Dr. Colm. 

Chairman Dawson. Very well. ule 4 

Mr. Fascent. Doctor, I direct your attention in the revised copy of 
the bill to section 2, and the clause which deals with this hearing 
procedure, which states, “which the tirm involved declares to be a 
cause of the price increases.” é 

Do you anticipate that if a formalized procedure along the lines 
that you and others have advised were put into effect, and this language 
remains in the bill, the net result would be that no corporation, no 
business would ever make such an allegation? They would simply 
just raise prices without any statement as to the reasons therefor? 
And the net effect of that would be, they would remove themselves 
completely from the jurisdiction of the legislation ¢ 

Dr. Coum. The way I understood the bill—but Congressman Reuss 
better clarifies it, if 1 am not mistaken—the modifying clause modifies 
wage increases. It does not modify price increases, That means price 
increases fall under the bill irrespective of what happens with wages, 
even if there is no wage increase whatsoever, However, a wage in- 
crease granted on the basis of collective bargaining does not fall under 
the provision of the amendment if the firm says, “We can take care 
of that out of our productivity or because of our profit situation with- 
out increasing prices. 

Mr. Fasceti. How about the price increases, though ? 

Dr. Cotm. For price increases, there is no limiting clause, There 
may be hearings on all price increases, prospective or actual, in indus- 
tries which appear to threaten economic stability. 

Mr. Fascetx. In other words, you say the modifying clause relates 
only to wage increases? I mean, it doesn’t make sense tome. Because, 
while I agree with you that the “which” clause is in subsection (6) of 
that section, nevertheless it would have no meaning unless you relate 
it to price increases. 

Mr. Revss, Mr. Chairman, if I may 

Chairman Dawson, The author of the bill. 

Mr. Reuss. If I may join the discussion, 

Mr. Fascetn. By all means. 

Mr. Reuss. Dr. Colm has reported my cause correctly. His descrip- 
tion of what I was trying to do is accurate. The “which” clause in line 
15 does modify only wage increases, and therefore I don’t quite see the 
difficulty, Congressman Fascell. 

Mr. Fascetu. Since it does—and I would agree that it modifies 
just that subsection ()—I still don’t see how you can eliminate the 
possibility and probability that businesses would remove themselves 
from under the effect of this act by the simple expedient of not relating 
price increase to anything, 

Dr, Coum. Let’s assume two situation: 

Mr. Fascett. In other words, then, you have to relate back only to 
that which threatens economic stability ? 

Mr. Reuss. That is correct. 

Mr. Fascert. Which is a broad administrative grant. 
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Mr. Reuss, Except it applies only in industries where most of the 
output is produced by relatively few firms. 

Mr. Fascety, Or whatever other criteria happens to be in the bill at 
the time. 

That goes back to another question I want to ask, Dr, Colm. 

There are many who feel that a broad administrative discretion in 
the determination of the businesses which should come under the Scope 
of this act is inherently bad, because none of the businesses would then 
know whether they are in or out until the President makes a decision 
Such a broad discretion is too great a power to leave, even under this 
informal procedure. 

Dr. Cotm. Mr. Fascell, this is one of the criticisms I have of this 
bill. It is a minor matter of detail. That it is too uncertain if you 
only use the criterion “produced by relatively few firms.” Therefore 
I have made the suggestion that the President has to say, very clearly, 
which industries in his opinion are crucial for or might’ threaten 
economic stability if they increased prices beyond a certain minimum, 

Mr. Fascety, Of course that is already in the proposed legislation, 

Mr. Reuss. Mr. Chairman, if I might suggest to Mr. Fascell—you 
could make definite and certain what you feel to be too open-ended, by 
adding after the word “industries” in line 11, the following: 
“comma, designated by him in advance, comma”. ‘ 

That would require the President to post a notice on the bulletin 
board, and no industry would be unaware of the fact that it was 
eligible for public hearings. 

Mr. Fascetx. I think that discussion is helpful. 

Dr. Cotm. That would meet my objection. 

Mr. Fascetx. That is all I have. 

Chairman Dawson. Thank you very much, Dr. Colm. 

You have been a very very valuable witness. 

Dr. Corm. Thank you. 

Chairman Dawson. Our next witness will be Mr. Leonard Wood- 
cock, vice president of the United Auto Workers. 

Would you introduce the two gentlemen who are with you there? 

I understand you have to catch a plane. 

Mr. Woopcock. Yes, I do, sir. 

Chairman Dawson. You can introduce your written statement into 
the record, and then make an oral statement. 


STATEMENT OF LEONARD WOODCOCK, VICE PRESIDENT, UNITED 
AUTOMOBILE WORKERS; ACCOMPANIED BY PAUL SIFTON, NA- 
TIONAL LEGISLATIVE REPRESENTATIVE; AND NAT WEINBERG, 
DIRECTOR, SPECIAL PROJECTS DEPARTMENT, UNITED AUTO- 
MOBILE WORKERS 


Mr. Woopcock. I intend to. 

I am Leonard Woodcock, vice president of UAW, and director of its 
General Motors and Ford departments. 

To my right is Nat Weinberg, director of the special projects de- 
partment, and Paul Sifton, national legislative representative. 

The statement I am submitting to the subcommittee has been pre- 
sented for the record. 
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(The statement follows :) 


STATEMENT OF LEONARD Woopcock. VICE PRESIDENT, UNITED AUTOMOBILE 
Workers, AFL-CIO 


With regard to the first section of the bill by Representative Reuss, we agree 
with those who have testified before this committee that specific inclusion of 
“price stability,” which is already in the Umployment Act of 1946 by implica- 
tion and by administrative practice under the previous administration, would, 
in the hands of an unfriendly administration, be used to subordinate the act’s 
prime objectives of maximum production, employment and purchasing power. 

Such a subordination is bound, in our opinion, to endanger, if not to prevent, 
ihe achievement of the prime purposes of the act. 

Those who argue for putting such an amendment into the act appear to be 
more concerned about a balanced Government budget than in bringing about a 
balanced national economic budget and human budget. 

We believe, given proper deterrents to abuse of the monopolistic power to 
administer prices, that full employment as a healthy and natural part of an 
adequate rate of economic growth could be the most effective means of avoiding 
inflationary dangers. We are convinced that this is the surest, indeed the 
only way to balance all three budgets, the Government budget, the national 
economic budget and the human budget. 

We are most interested in and shall devote most of our testimony to, the 
second section of H.R. 4870 which is intended to bring to bear an informed 
public opinion upon price and wage increases which threaten economie stability. 

It is a literal, exact statement of historical fact that this has been one of 
the major objectives of our union for many years. We have sought to achieve 
and implement it in collective bargaining, in hearings conducted by the execu- 
tive branch and in communications to and testimony before Members of the 
Congress and congressional committees. 

As will be established by evidence of our credentials dating back 17 years 
and more, we believe profoundly in the importance of maintaining economic 
stability. But it must be a dynamic stability based upon growth—growth of 
purchasing power, growth of markets, growth in employment, growth in stand- 
ards of living. All these are vital if we are to keep pace with and be the masters, 
not victims of an improving technology and of automation which continue in good 
times and bad to achieve ever greater production per man-hour of labor. 

It is precisely because we believe so profoundly in the objectives of this bill 
that we are here to urge your committee to improve its provisions so as to make 
it practical, effective, and beneficial. 

Our criticisms are addressed not to the bill’s objective as we have quoted it 
above, but to the means proposed, to the machinery provided for the attainment 
of its announced purpose which we feel is so inadequate as to defeat that 
purpose. 

We seek enactment of legislation that will achieve the objective by providing 
for the production of the cold, hard facts on price increases, rather than mere 
conversation, public relations propganda, and mutual recrimination between 
labor and management. 

For this purpose we need legislation with teeth—not price controls, which we 
are urging—but teeth to make sure that the relevant facts are brought into 
the light of day for public reaction to manifest itself as a restraining force 
against unjustified price increases. 

We shall show why, to be effective in a beneficial way, such legislation should: 

1. Require advance notice of proposed price increases in the defined area; 

2. Include clear definition of the type of large monopolistic administered price 
corporations which are to be required to give notice and to furnish facts: 

3. Provide subpena power to assure the production of pertinent records and 
facts about costs, prices, profits and productivity which are crucial to the creation 
of an informed public opinion ; 

4. Create a new agency whose sole responsiiblity would be the administra- 
tion of the act, to assemble facts, to conduct hearings and to publish the facts 
and findings, to be staffed on a permanent basis by persons who are competent 
to examine the record, to conduct hearings, to present the facts and claims at 
issue and thereby to enlighten the public. 


These are the four major requirements to correct what we believe to be the 
fatal deficiencies in H.R. 4870. 
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We believe also that, when a proposed price increase is alleged by a corporation 
to be required by a wage demand, the union involved should be made q party 
to the proceedings so that it will have both the duty and the opportunity to 
justify its demands before the price increase becomes effective. } 

We do not believe that the announced amendment of the bill to assign the 
administration of it to the Office of the President, instead of his Council of Eeco- 
nomic Advisers, would meet the need which exists for a full-time agency to 
administer the act. ‘ 

The “gentleness” ascribed to the bill by its sponsors, would, in practice, mean 
that, in situations where it would be most needed, the procedure might, and jn 
our opinion almost certainly would, fail to function because (1) the corporation 
invited or requested to produce the data alleged to justify the proposed price 
increase and to appear in public hearings would decline to supply the facts 
and/or (2) to appear in public hearing. 

We shail show later that this was in fact the course taken by General Motors 
when it walked out of and thereafter boycotted a Presidential fact-finding com. 
mission appointed by President Truman to examine into the ability or the in. 
ability of General Motors to pay a wage increase without a price increase, 

Were the invited corporation to decline the Federal Government’s invitation 
or request, as it could do with impunity under H.R. 4870 in its present form, 
it is likely that no hearings would be held, no facts developed, no informed 
judgment and reaction by the public wouid be possible. 

It would be unlikely but possible for the agency under the terms of H.R. 4870. 
to invite or request the union to appear, even when the corporation had refused 
outright or, on appearance, had offered generalizations and propaganda instead 
of facts and figures. 

In such a circumstance, the hearing would become a travesty. The union 
being more sensitive to public opinion and reaction than the corporation, would 
be under great compulsion to appear but would be blindfolded and handcuffed in 
attempting to make its case, because lack of the basic facts in the exclusive 
possession of the corporation. This would turn the hearing into a punitive 
undertaking against the union, assisting the employer in deterring or defeating 
proper and legitimate wage demands. 

It is almost accurate to say that H.R. 4870 is a watchcase with face, hands, 
and stem, but no watch movement inside that can be relied on to give the right 
time. It could be set, but it would not be likely to run on time and perhaps not 
at all when most needed. 

Because it is a most complete and compact statement of the UAW position 
in support of the very objective of H.R. 4870 and because it includes a factual 
recapitulation of our 17 years of fighting against the payment of wages in 
the wooden nickels of inflation, we are inserting at this point the text of Resolu- 
tion 31, entitled ‘“Price-Profit Spiral,’ adopted at our 16th constitutional con- 
vention held in April 1947. 

It will be noted in that resolution that we recommended in detail machinery 
for the type of public hearing suggested in general terms of H.R. 4870. 

The terms of the resolution follow : 

“Whereas inflation picks the pockets of everyone who works for a living, of 
the retired and dependent living on fixed incomes and, by reducing real buying 
power, cocks the trigger for recession and unemployment. 

“The UAW has fought inflation for 15 years. We have described, denounced 
and called for action against the irresponsible and economically dangerous 
price profiteering of major corporations in basic industries who persuade press, 
radio and TV to accept and pass out to the American people the false alibi of the 
wage-price spiral instead of the true explanation of the price-profit spiral. 

“During World War II we supported price controls. We assigned a full-time 
consumer’s counsel to combat the efforts of wartime profiteers to punch holes 
or put a two-way stretch in price ceilings set by Government agenvies. 

“Since 1945 our union has tried to bring public opinion to bear as a restrain- 
ing influence on the profiteering greed of corporations that are dominant in their 
fields as to be able to administer prices without regard to the law of supply and 
demand. 

“In 1945-46, UAW members in General Motors plants across the country 
struck for 113 winter days, demanding wage increases without price increases. 
We said we wanted to make progress with the community, not at the expense 
of the community. We said we did not want to be paid off in the wooden 
nickels of inflation. We said we were fighting for a better tomorrow for out- 
selves, our families and the American people. 
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“We were just as strong in our desire to protect consumers and the Nation’s 
jongrun economic health and growth as we were firm in our determination to 
win a fuller measure of economic justice from General Motors for ourselves. 
This we proved again and again during the long strike when we offered to 
reduce our wage demands to whatever the amount—zero, if need be—that could 
be paid without necessitating an increase in prices charged consumers for 
General Motors products. 

“We said then and we say now, that wage increases should be paid to workers 
as their rightful share of the past and continuing gains from rising productivity 
based on technological advance and should not be used as an excuse for price 
gouging. Equitable sharing of such gains among workers, consumers, and 
employers is a prime necessity for a healthy full employment economy. Only by 
such sharing as part of the process of production, distribution, and consumption 
can purchasing power and markets be expanded to keep up with expanding 
production potentials. : , ; a ead ; : 

“Only if the wage-price profit relationship is kept in balance will our economy 
avoid the boom-and-bust cycle. Profiteering price increases undercut the pur- 
chasing power of the great mass of consumers and, as a result, demand for goods 
falls and unemployment spreads. 

“From eariy 1956 to early 1957, the U.S. Department of Labor’s Consumer 
Price Index has climbed almost without interruption. Today it stands at 
an alltime high. 

“Daily reports of price increases for many goods and services generate the 
feeling and the fear that the index will continue to reach new recordbreaking 
high levels in the months ahead. 

“The cost of living in Canada as well as the United States has continued to 
rise sharply. A major factor in the rise in food prices is the increased prices 
charged by the food processors. In Canada the prices paid farmers rose less 
than one-half as fast as the rise in cost to the consumers. In the United States 
the prices paid to the farmer were cut while prices rose and are still continuing 
to rise. 

“The sharp upward spiral in prices has come in a peacetime year during 
which there was less than sound, normal growth in our economy. Nor was the 
year marked by shortages of supplies, or abnormally high demand by con- 
sumers with excess purchasing power, or pressure of costs on corporations forcing 
them to raise prices in order to maintain profit margins. None of these elements 
was present during 1956 to account for the higher prices today. 

“A gigantic propaganda barrage has been conducted by big business and the 
press which it tends to dominate and too often to control. The purpose has 
been and is to convince the public that price inflation has been brought on by 
wage increases. This distortion of facts diverts attention from the monopolistic 
pricing policies of steel, auto, farm machinery, rubber, newsprint, chemicals, 
oil, and other key industries. 

“These industries, each dominated by a few corporations, are marked by an 
absence of price competition and the presence of an ‘administered price’ system. 
Under this system, major corporations furnish price leadership in setting the 
prices for the entire industry. They hold the power to fix prices arbitrarily. 
They are not subject to the laws of the marketplace that affect the pricing prac- 
tices of corporations in price competitive industries. These monopolistic cor- 
porations can and do set prices with utter disregard for the consumer and the 
stability of the Nation’s economy. Antisocial and economically destructive abuse 
of of their price-fixing power is one of the chief causes of our current inflation. 

“These giant corporations use wage increases won by unions as an excuse for 
unjustifiable price increases. The pricing policy of the steel industry is a prime 
example. Since 1945, that industry has put into effect an average of two price 
increases for every wage increase—usually one price increase preceding the 
wage increase. The cumulative effect of such price gouging tactics has meant 
that for every dollar in wage increases won by the Steelworkers Union in the 
postwar period, the steel industry has reaped a harvest of more than $3 in 
additional revenue. 

“In the auto industry, General Motors and Ford raised prices on new models 
in the fall of 1955. The corporations used as a basis for their action the approxi- 
mate 20 cents per hour in economic gains won by the UAW. Yet the facts show 
that for the first 9 months of 1955, which include 4 months during which the 
gains won in negotiations were largely in effect, General Motors earned $2.93 
and Ford earned $3.06 for every hour worked in their U.S. factories. With such 
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recordbreaking profits the 20 cents per hour gains of our members could 


; au A easi 
have been absorbed without price increases. And for 1955 the auto comnanane 
would still have remained the most profitable of all manufacturing industries 


even if productivity advances had not substantially offset higher hourly labo 
costs. Again in 1956, despite profits that were still exorbitant, and even with. 
out the excuse of bargaining gains by our union, these companies raised pric : 
on new models in the face of a depressed market for autos and widespread 
unemployment among the industry’s workers. 

“An official of the National Automobile Dealers Association said last Septem 
ber that such price gouging would cut 1957 sales by about 1 million pas ; 
ears. This means the loss of about 100,000 jobs. 

“The oil industry has used the recent Mideast crisis as an excuse for pushin 
higher the prices of crude oil, fuel oil, and gasoline. This has been done in the 
face of fabulous profits for 1956 which surpass all previous earnings of the 
industry. ’ e 

“In the middle of 1955, when the steel industry raised its prices and the auto 
companies were threatening to follow suit, the UAW international executive 
board called a thoroughgoing and searching congressional of wage-price-profit 
relationships in these and other industries. 

“Then, and at every opportunity since, the UAW marshaled the facts and 
figures in the hope of bringing the force of public opinion to bear as a restrain- 
ing influence on price practices of the giant companies dominating these indus. 
tries. Our union pointed out how the advancing technology made it possible for 
the corporations to absorb the wage increases without raising prices to the con- 
sumer. But Government, press, radio, and TV have not issued the facts to their 
constituents, readers, and listeners. Here, as in so many other areas, press 
and radio communication has been very late with very little. 

“When it was clear that consumer prices were continuing their upward trend, 
in late 1956, our union called upon President Eisenhower to support a cop- 
gressional investigation of the wage-price-profit relationship. In the letter to 
President Eisenhower, the UAW stated: 

“‘We are of the firm belief that an objective analysis of all the economic 
factors relating to wages, prices, and profits will furnish irrefutable proof that 

yage increases definitely cannot be blamed for recent price increases by major 
corporations in basic industries such as auto and steel.’ 

“The letter said that a searching investigation would help to inform and 
arouse the public by making available all the relevant facts concerning the price 
inflation and allow the people to fix the responsibility for it where it belongs. 

“President Eisenhower declined to take any action. The President's do-noth- 
ing position was in line with the earlier action of Secretary of Agriculture who 
tried to make political capital of the farmer’s plight. Secretary Benson by out: 
right falsification of the facts has repeatedly tried to turn the farmers of the 
Nation against the manufacturing workers by blaming farm depression on wage 
increases won by union members. While alleging that wage increases are re- 
sponsible for increases in consumer prices generally and in the price of goods 
farmers buy specifically, Benson, like Eisenhower, has a do-nothing policy about 
digging out and publishing the facts. 

“Nearly 2 years of effort to secure congressional investigation of the economic 
factors relating to wages, prices, and profits have been ignored by an adminis- 
tration dominated by big business interests. 

“In Canada, requests for similar investigations have likewise gone unheeded. 

“However, in the past month Senator Estes Kefauver, chairman of the Anti- 
trust and Monopoly Subcommittee of the Senate Judiciary Committee, has an- 
nounced that his committee will break through the paper and electronic curtain, 
which profiteering corporations have thrown around their pricing practices. The 
committee is definitely committed to look into the dangerous practices of cor- 
porations in the “administered price” areas of our economy. 

“Barlier this year our union proposed a Federal law that would give the 
public the essential facts about certain corporate price increases, without in- 
volving Government in the task of controlling prices. Here is how is would 
work: ‘ 

“J. Any corporation which accounts for more than a specified percentage— 
perhaps 20 or 25 percent—of the total sales of its industry would be required 
to give advance notice of intent to raise prices to a governmental commission 
created for this purpose. 
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“9 That agency would thereupon conduct public hearings at which the cor- 
poration would be required to present detailed justification based upon its ree- 
ords of the need for the proposed price increase. 

“s The corporation's testimony would be subject to cross-examination. Its 

rtinent records would be open for inspection both by the Commission's staff 
and by representatives of organizations or groups opposing the proposed price 
increase, including other corporations which buy goods produced by the firm 
proposing to raise its prices. ; 

“4 After the hearing, the agency would promptly publish the contentions of 
the parties and the facts as it has determined them. 

“5 The hearings having been concluded, and the notice period having expired, 
the corporation involved would then be entirely free to raise the price if it chose 
todo so. But the public would have the means to determine for itself whether or 
not the price increase was justified. 

“This proposal rests on the premise that an effective democracy must be an 
informed democracy. It imposes no compulsion with respect to wage or price 
actions. It infringes no freedom. It is designed solely to minimize the abuse 
of freedom through the secret and irresponsible exercise of economie power. It 
is aimed at encouraging economic and social responsibility in the service of that 
power. It would do so by removing the veil of secrecy that now conceals facts 
of vital public interest. Wherever and whenever there is a case for a price in- 
crease by a monopolistic corporation, let it be made in public. As we said to 
General Motors in 1945-56, ‘Let’s look at the books; let’s see the arithmetic.’ 

“UAW members’ wages are protected by contract provisions against the erod- 
ing effects of price inflation, but escalator clauses cannot safeguard the pensions, 
insurance, and savings of these workers. Moreover, the unjustifiable price in- 
creases of the postwar period have slashed the purchasing power of millions who 
are not protected by escalator clauses: Farmers, small businessmen, and families 
living on fixed incomes. It is clear that UAW members have a vital stake in 
the economic well-being of these fellow Americans and Canadians, because as 
their purchasing power falls behind full employment levels of production, the 
very stability and healthy growth of our whole economic system is placed in 
jeopardy : Now, therefore, be it 

“Resolved: 1. That this 16th convention commends the International Executive 
Board of the UAW for its active concern with the problems of inflation during 
the whole postwar period and for its repeated attempts during this period to 
arouse public opinion to prevent unjustifiable price increases put into effect by 
corporations in some of America’s most profitable industries. 

“2 We endorse the international executive board’s numerous demands made 
in 1955 and 1956 for a thoroughgoing investigation by the U.S. Congress of the 
wage-price-profit relationship with special emphasis upon the ‘administered price’ 
sections of our economic system. 

“3. We commend Senator Estes Kefauver and his Antitrust and Monopoly 
Subcommittee for embarking on such an investigation into the pricing practices 
in basic industries dominated by monopolistic corporations. 

“4. We urge the International Executive Board of the UAW to bring to the 
attention of this committee the extent of price gouging on automobiles and 
trucks and agricultural implements which has had such a serious effect on the 
market for these goods and the employment of UAW members. 

“5. This convention supports the proposal for legislation creating a U-S. 
governmental agency devoted to reviewing price changes in key industries, and 
requiring major corporations in those industries to present in advance detailed 
justification for any proposed price increases. 

“6. This convention endorses the demands of our Canadian members for an 
investigation into the price policies and business practices of the corporations 
which dominate key industries, for stricter action against monopolistic control 
and for legislation which would require all companies operating in Canada to 
publish full annual financial statements as to their Canadian operations so that 
the Canadian people may have information on which to pass judgment on their 
price and profit policies ; and be it further 

“Resolved, That we solemnly warn the American and Canadian people that if, 
for the sake of extortionate profits in the short run, monopolistic corporations 
continue to price the consumers out of the market, then indeed, they will be 
asking for a depression that will curl their hair—and, unfortunately, everyone 
else’s. We have seen this happen already in the farm equipment industry which 
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is closest to the farm depression. The general welfare, and national Security 
and survival require that such action as we propose be taken now before it is 
too late, before the profiteering boom is succeeded by a bust and a tragic 
recession.” 

It was during the 1945-46 General Motors strike, when we were holding oyt 
for wage increases without price increases, and were demanding that Genera] 
Motors agree to be bound by the arithmetic of the case, that General Motors 
dramatically walked out of a session of President Truman’s Fact-Finding Cop. 
mission being held here in the city of Washington. 

As further proof that we and other unions practiced, long before adoption of 
our 1957 resolution, the principles and practices advocated therein, we offer at 
this point a letter dated November 5, 1943, from William H. Davis, then Chair. 
man of the National War Labor Board, which, we believe, speaks for itself. We 
eall particular attention to the underlined passages, which should be conclusive 
evidence that labor has acted in the public interest and is entitled to some 
faith and credit when it offers to do so now in the continuing fight against the 
ravages of inflation. This letter, incidentally, is also in direct contradiction to 
the popular superstition fostered by corporate propagandists that every wage 
increase must be followed by a price increase. 

The text of Mr. Davis’ letter: 

NOVEMBER 5, 1943. 
Hon. HENRY A. WALLACE, 
President of the Senate, 
Washington, D.C. 


Sir: The efficacy of the wage stabilization program has now been tested for q 
little over a year. Its success can be measured by examining the wage rates 
in the major basic industries because they have historically been the leaders in 
the movement of the general level of wages in this country. 

As wage contracts in these industries were renewed during the past year the 
War Labor Board has not approved any general increases, save for a few under 
the Little Steel formula and in one or two rare and unusual cases of critical 
importance to the war effort, and even in those only under the close restrictions 
of Executive Order 9328 and the supplementary administrative order of May 
12, 1943. 

This should be compared to the year 1941, prior to stabilization, where the 
workers in steel! received an increase of 10 cents an hour, in bituminous coal, $1 
to $1.40 a day, and in aircraft 10 cents an hour. 

Due credit should be granted to the patriotism and foresight of the majority 
of the workers in these basic industries who accepted stabilization of their 
wages at a time of rising living costs. In a great number of instances their 
union leaders were so conscious of their responsibilities under the Government's 
program to hold down the cost of living, they did not even demand an increase in 
their general level of wages. The outstanding exception should not obscure 
the wisdom and forebearance of these responsible labor officials. 

To measure the direct effect of the increase which the Board has been able 
to grant to other workers under its wage stabilization policy, the Office of Price 
Administration has given the Board a detailed breakdown of the cases where 
wage increases necessitated price relief. These figures show that price relief 
was necessitated in only 411 out of 67,500 cases which the Board acted upon 
up through August. 

These figures do not include the price increases in the canning industry 
where a special procedure was authorized by the Director of Economie Sta- 
bilization to assure the full production of food. 

In other words, price relief was necessitated in only six out of a thousand 
cases. Therefore, the application of the Board’s wage policy has had but a 
minute effect upon the cost of living of our citizens. 

The price increases which were granted, even in these 411 cases, the Office of 
Price Administration informs us were attributable only in part to wage in- 
creases approved by this Board. In only 31 percent of these cases was the 
price increase due entirely to the wage adjustment. In the remaining cases, 
factors other than wage adjustments, were in part responsible for the price 
rise. 

It is also interesting to note that 192, or nearly half of the 411 cases where 
price increase were necessary, were concentrated in 3 industries—laundries, 
lumber, and fluorspar—wage structures which were a handicap to the prosecu- 
tion of the war. 
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As the months flow by and the Board continues to hold wages at the general 
level of September 15, 1942, we become increasingly conscious of the fact that 
we are asking one segment of our society to do its part to protect all Americans 
from the ravages of inflation while, at the same time, a similar obligation has 
not been placed as heavily upon the shoulders of some of the other segments 
of this society. 

Very truly yours, 
WILLIAM H. Davis, 
Chairman, National War Labor Board. 


Two years later in the summer of 1945, Mr. Davis then Director of the Office 
of Economic Stabilization, was called upon by representatives of the UAW and 
of other CLO unions to urge on him the necessity for increased purchasing 
power by the raising of wages to the maximum that was possible without 
increasing prices. ; a vs f b 

The UAW prepared and published a detailed brief showing that, in 1943, 
wages and salaries in manufacturing industries could have been increased 2: 
percent without raising prices, yet maintaining a more than adequate level of 
profits for the industry as a whole. We showed that the automobile industry 
could have raised wages and salaries 27 percent without dislodging the auto- 
mobile industry from the excess profits tax brackets. 

It was later that year, in the fall of 1945, that the General Motors workers 
demonstrated their interest in the vital matter of making progress with the 
community, not at the expense of the community, by the case they submitted 
in negotiations. This demonstration was direct and was made at great cost 
to General Motors workers and their families, as suggested in the resolution 
quoted above. , 

The wage brief presented to the General Motors Corp. was entitled “Pur- 
chasing Power for Prosperity.” That was exactly what we were interested 
in then and are today. We knew then that our wage negotiations were but one 
of many wage adjustments that would take place after World War Il. We 
knew that the terms and circumstances of those wage adjustments would in- 
fluence the strength and health of our economy and our Nation. The country 
needed wage increases, not in the wooden nickels of inflation but in the real 
dollars that provide increases in living standards and in prosperity. To achieve 
genuine increases in buying power, the country had to be protected against 
unjustified price increases after wages were raised. 

General Motors contended then, and it and other like-minded giant monop- 
dlistic corporations enforcing administered price policies upon their competitors 
and upon consumers still content—except when they blame labor for their price 
gouges—that what happens to prices is none of labor’s business, none of the 
publie’s business. 

It is a matter of considerable satisfaction and renewed hope that what is 
happening here today before this committee and before the Senate Antitrust 
and Monopoly Subcommittee, shows that at long last at least some Members of 
Congress now believe, as we do, that what such corporations do to prices is 
everybody’s business. It is the business of Government, of labor, of the con- 
sumer, and of everybody else who is interested in improving the economic health 
of this country, the living standards of our people, and our strength, standing, 
and security in today’s world of atomic energy, automation, and abundance. 

It should be noted that our action of July 7, 1955, in calling on Congress to do 
something about unjustified price increases already in effect in steel and 
announced for autos was taken nearly 4 years ago, prior to the onset of the 
price-profit cycle of inflation that contributed to the recession of 1957 and which 
continues today. 

Since the adoption of the 1957 resolution proposing ways and means of fighting 
the price-profit spiral of inflation, we have continued to implement our words 
with concrete proposals and practical offers. 

On August 16, 1957, we proposed, as part of our 1958 wage demands, that 
automobile manufacturers cut prices on their 1958 cars by $100 so that, based 
upon estimates of. the president of the National Automobile Dealers Association, 
about 1 million families would return to the market and buy cars. As part of 
that proposal, we offered to formulate our demands for the 1958 negotiations 
Within the framework of the economics that would result from the price cuts 
of $100 per car. As part of that proposal we offered to subject our compliance 
with that commitment to impartial review. 

That offer was turned down. 
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We then proceeded to formulate the union’s economic demands for 1958 Collec. 
tive bargaining, determined that our wage demand would not be so constructed 
as to be the cause of increased prices. In those demands, the immediate increagges 
proposed could be met out of increased productivity. 

Beyond that point we offered to make all additional increases contingent Upon 
the profits that the corporation realized from the sale of their products, 

We proposed that they first set aside basic profits equal to 10 percent on net 
‘apital before taxes to assure their stockholders a basic return on their inyegt. 
ment comparable to the basic wages paid their workers ; additional profits aboye 
that le. el would be used by the corporations to meet their responsibilities to the 
consuming public, their stockholders and their workers, with 25 percent going 
to consumers in the form of price rebates, 50 percent being retained by the 
corporations for distribution to stockholders and executives after payment of 
taxes, and 25 percent going to the workers. 

This proposal was clearly not inflationary because it contemplated a division 
of profit after consumers had paid the prices charged by the corporations: 
in fact, it was deflationary in that the equivalent of a price reduction was pro- 
vided in the form of price rebates. 

This proposal also was turned down by the automobile manufacturers, Byt 
this rejection in no way diminished our union’s commitment to the principle 
of progress with the community, not at the expense of the community. 

On January 28, 1958, UAW president, Reuther, appearing before the Senate 
Antitrust and Monopoly Subcommittee again proposed Federal legislation hay- 
ing for its purpose the stated objective of section 2 of H.R. 4870. At that time 
we expressed support of the principles and methods set forth in the bill intro- 
duced by Senator O’Mahoney in 1949 which, in our opinion, would better ae 
complish the end sought by H.R. 4870. 

As supplement to that proposal, President Reuther at the same time urged 
the establishment of an independent office of Consumer’s Counsel to represent 
the interest of the consumer insuch hearings as were provided for under the 
O’Mahoney bill and in the bill H.R. 4870 that is before you. 

Within recent weeks a bill has been introduced by Senator Kefauver and 
others providing for the establishment of a Department of the Consumer with 
Cabinet rank, which could be assigned Consumer’s Counsel responsibilities, 

Under whatever name, the protection that would be provided under either of 
the supplemental proposals is needed by the consumer who, as such, has no 
effective organization to speak for him. 

Shortly after President. Reuther appeared before the Senate Antitrust and 
Monopoly Subcommittee in 1958, negotiations between the UAW and the Big 
Three of the automobile industry began. In the course of these negotiations, 
the UAW again expressed in concrete form its devotion to protection of con- 
sumers against inflation. Several times in the course of these negotiations, it 
offered to submit the economic issues in dispute to impartial arbitration, with 
the stipulation that the arbitrators must limit the cost of their award to the 
amount that could be paid by the corporations without creating the necessity for 
price increases. 

Our repeated demand for wage increases without price increases is based on 
our concern for the welfare of the consumer and his right to higher living 
standards, as well as on our recognition of the way in which the welfare of the 
consumer is tied into the welfare of the total economy, including the welfare 
of the wage and salary workers who comprise the great majority of con- 
sumers. 

The record summarized above demonstrates, we believe, that the UAW comes 
into this hearing with credentials which show that we have done as much as 
any group in America to combat inflation. No group in America has made 
sacrifices in the struggle against inflation comparable to those made voluntarily 
by more than 200,000 UAW members who remained on strike against General 
Motors for 113 days in an effort to prevent their legitimate wage demands from 
being used as an excuse for unjustifiable price increases. No group in America 
has expressed its willingness in as many ways and on as many occasions as 
has the UAW to subordinate its particular interest and monetary advantages to 
the general interest in a stable price level. 

These credentials and the thought we have given over many years to finding 
effective methods to deal with administered price inflation entitle us, we believe, 
to consideration of our views in connection with proposed legislation directed 
at the problem of administered price inflation. 
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In our view, H.R. 4870 is seriously deficient in a number of important re- 
tts. These deficiencies are so serious, in our opinion, as to make the bill 
veeapable of acomplishing its intended purpose. In fact, as we shall show, it 
js susceptible of being perverted into an instrument for misle. ding, instead of 
informing, the public as to the facts related to specific price increases in admin- 
: ice industries. 
Te the deficiencies of H.R. 4870 are the following : , 

1. H.R. 4870 is deficient in that it fails to require advance notice of pro- 

ice increases. 
peat 4870 proposes to bring to bear an informed public opinion upon price 
and wage increases which threaten economic stability. rhe purpose, obviously, 
is to invoke the force of public opinion as a deterrent to unjustifiable increases 
in wages or prices. With this purpose we are fully in accord. 

We believe that an informed and aroused public opinion, if brought to bear 
in time, can succeed in preventing some, if not necessarily all, price increases 
that have no basis in sound & ONOMLCS. \we do not believe, however, that the 
implementing provisigns of H.R. 4870 as it now stands will contribute in any 
substantial way to the prevention of unjustifiable price increases. 

The bill does not require any corpor tion proposing to raise its prices to 
serve notice of its intention upon the President or upon any Government agency. 
As Gardiner Means noted in his testimony b ‘fore this committee, price changes 
in unregulated industries are seldom proposed in advance. 

Apparently Cong. essman Reuss is r conciied to the fact that there will often, 
if not alw ys, be no advaiuce knowledge of price increases before they are 
made effective. ; 

The proposed amendments he developed after the hearings held March 25 
and 26, 1959, provided for public hearings on price and wage increases pros- 
pective or actual. It is highly doubtful, however, whether there would be any 
great v luc to holding heariugs after the increases have been put into effect 
and the inflationary damage done. 

The supporters of H.R. 4870 apparently believe that its lack of sanctions is a 
virtue. \ve, on the other hand, feel that the absence of a requirement for 
advance notice of proposed price increases, coupled with lack of sanctions to 
enforce such advance notification, is a most serious defect which, in itself, 
would tend to defeat the purposes of the bill. 

Senator O'Mahoney, in introducing his bill providing for hearings on proposed 
administ red price increases, pointed out that the requirements of advance notifi- 
cation of a proposed price increase has many years of precedent in labor law. 

He s»id: 

“Congress has not hesitated to enforce a cooling off period on organized labor, 
which, under the Railway Labor Act and the Taft-Hartley Act, may not sell its 
commodity for the price it demands until a certain period of time has elapsed. 
If we can freeze the wages of labor, certainly we can freeze the prices at which 
a concentrated business organization sells its products, particularly when the 
public interest demands that Congress halt inflation.” 

The O’Mahoney bill therefore provides that any corporation which fails to give 
the requested notice of a proposed price increase shall be subject to a penalty of 
not less than $5,000 nor more than $50,000. 

We believe that this penalty is too small to be effective. The gain from even a 
small price increase imposed by the giant corporations which would be covered 
by the O’Mahoney bill would far outweigh the penalty which the bill provides. 

The principle of a requirement for advance notice, implemented by an adequate 
penalty, is an obvious requisite of any legislation which would seek to enlist the 
force of public opinion as a deterrent to an unjustifiable price increase. The 
O’Mahoney bill requires 30 days’ notice advance before the proposed price in- 
crease could be made effective. We believe that this period is too short to permit 
adequate investigation of the facts relating to a proposed price increase. We 
therefore urge that this committee consider a waiting period of about at least 60 
days, which would be equivalent to the notice period imposed on trade unions 
in connection with their wage demands under the Taft-Hartley Act and that this 
notice requirement be enforced by an adequate penalty. 

2. H.R. 4870 is deficient in that it does not specify clear criteria for coverage of 
corporations subject to it. 

H.R. 4870 fails to specify any clear criteria for the determination of the cor- 
porations covered by the proposed public hearings on price increases. In the 
revised version submitted by Congressman Reuss on March 25, the bill provides 
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only that hearings shall be held “with respect to industries where most of the 
output is produced by relatively few firms.” 

Under this language, many corporations would be uncertain as to whether 
they were or were not covered by the public hearings procedure. 

The notification requirement we have proposed above would make it essential 
for any corporation contemplating an increase in its prices to know whether or 
not it was required to file advance notice of such an increase. 

Moreover, it would be inadvisable in our judgment to allow unlimited admin- 
istrative discretion in the application of the public hearings procedure. (or. 
porations that should be required to justify proposed price increases might be 
tempted to exert undue influence to escape the hearings procedure. Corpora- 
tions whose price actions have no significant consequence on the stability of the 
price level might, for political reasons, nevertheless, be made subject to the hear- 
ings procedure. We therefore urge that this committee define clearly the corpora. 
tions that would be required to furnish public justification of their proposed price 
increases. 

We recommend that the hearings procedure be made applicable automatically 
to ¢orporatious having 25 percent or more of the total sales in their respective 
industries. 

In our judgment, control of 25 percent or more of the sales of any commodity 
tends to give the corporation having such control the power to exert price leader- 
ship within its industry. By imposing restraint through public hearings on 
the price leader or leaders, the price level for the entire industry can be kept 
within bounds. 

Limitation of coverage of the proposed legislation to corporations having 25 
percent or more of total sales in their respective industries would help also to 
confine the task’ of the agency responsibile for conducting the hearings to man- 
ageable proportions. Rough analysis suggests that only about 250 corporations 
in all would be subject to the hearings procedure under the 25-percent criterion, 

3. H.R. 4870 is deficient in that it fails to provide subpena power, without 
which the facts require to inform the public will remain unavailable, thus 
leaving the way open to continuation of unfounded and irresponsible propa- 
ganda by corporations guilty of administered price inflation. 

Most crucial of all the defects of H.R. 4870 is its failure to assure that all 
pertinent data relating to price increases will, in fact, be made available to the 
public. There is no provision for the use of the subpena power to compel 
witnesses to attend or to make available to the hearing agency the data on 
costs, prices, profits, and productivity, without which the public hearings would 
be largely meaningless. 

We in the UAW have had considerable experience during the postwar pe- 
riod with the refusal of corporations in the automobile industry to back up with 
solid, factual documentation the charges they make as to the causes of their in- 
flated prices. When called upon to substantiate their repeated contentions that 
the economic gains of our members have left them no alternative but to raise 
their prices, they plead the “confidentiality” of the data, thus resorting to the 
corporate equivalent of the fifth amendment. 

There is no assurance that any corporation called upon to participate in 


public hearings on its price increases will show any more consideration for the 


Council of Economic Advisers or for any ageucy designated by the President than 
the General Motors Corp. showed for the Presidential Fact-Finding Board ap- 
pointed to hold hearings on similar matters in the course of the 1945-46 UAW 
strike against GM. 

When the Fact-Finding Board, operating under a specific Presidential di- 
rective, made clear its intention to look into General Motors ability to meet 
the demands of the union without raising its prices, the corporation melo- 
dramatically walked out on the proceeding. 

More recently, before the Senate Antitrust and Monopoly Subcommittee, the 
auto corporation witnesses in attendance were free to the point of reckless- 
ness in charging, directly and by innuendo, that the ecoonmic gains of their 
workers had compelled them to raise their prices. Yet, when called upon to 
provide data that wold support their charges, they evaded or refused. 

Subsequent to the hearings, and despite their failure to back up their charges 
with the economic facts, they conducted an intensive public relations campaign 
designed to mislead the public into believing that the UAW was responsible for 
their price increases. 


re 
C0 
in’ 
in 


mi 


th 
CO 
is 


—_— + + -- 


attend ga 


aa > Ghee 


oe, og ann aad 


f the 
ether 


ential 
ler Or 


dmin- 

Cor- 
ht be 
‘pora- 
of the 
hear- 
‘pora- 
price 


ically 
“Ctive 


odity 
‘ader- 
2S on 


kept 


ng 25 
iso to 
manh- 
tions 
Prion. 
thout 

thus 
ropa- 


at all 
0 the 
ym pel 
ta on 
vould 


ir pe- 
» with 
ir in- 
; that 
raise 
(O the 


ite in 
yr the’ 
t than 
“d ap- 
UAW 


al di- 
meet 
melo- 


e, the 
‘kless- 

their 
yon to 


larges 
jpaign 
le for 


AMEND EMPLOYMENT ACT, 1946 159 


None of the auto corporations has been more vociferous in this propaganda 
campaign than Ford Motor Co., and no executive of that company has been louder 
in his antilabor charges than Mr. Theodore O. Yntema, Ford’s financial vice presi- 
dent and its chief witness before the Antitrust and Monopoly Subcommittee early 
in 1958. More recently, however, this same Mr. Yntema found himself in the 

ition of a promoter of the sale by the Ford Foundation of 2 million shares of 
Ford Motor Co. stock. In preparation for this sale, a group of executives of the 
Ford Motor Co., including Mr. Yntema, met in New York with the representatives 
of the bankers and brokers who were to handle the sale. At this meeting, accord- 
ing to the Wall Street Journal for March 25, 1959— 

“Theodore O. Yntema, financial vice president, said that in the period from 1954 
to 1958, the company has cut the cost of producing an automobile an average of 
$94 a unit. Personnel and salary cuts since 1957 will result in savings of $100 
million a year, he said.” 

It is not clear from the above-quoted statement whether the $94 represents a 
reduction in total costs or in labor costs only. Since materials prices increased 
considerably and Ford’s depreciation charges also rose sharply during the period 
involved, it is obvious that the cost savings must have come through reductions 
in labor costs resulting primarily from automation and other technological ad- 
vances. In view of increases in materials costs and depreciation charges, it is 
equally obvious that, if the $94 refers to total costs, the reduction in labor costs 
must have been very much greater than $94 per car. 

In either case, the quoted statement is in direct contradiction to the charge 
that the economic gains of UAW members employed by the Ford Motor Co. 
compelled Ford to raise its prices. Either the 1958 charge or the 1959 statement 
is untrue. 

Under the terms of H.R. 4870, there would be no way to ascertain the truth 
behind conflicting statements such as those made for different purposes by Mr. 
Yntema. In the absence of facts that are ascertainable only from examination of 
the records of the corporations themselves, the executives of those corporations 
would be free to pervert the public hearings procedure into a sounding board for 
their self-serving propaganda purposes. Far from informing the public, the 
hearings would thus become an additional means of misleading the public as to 
the facts behind price increases. 

Corporate propagandists would have the choice of ignoring the hearings, or 
walking out on them as General Motors did in 1945, or using them as a vehicle 
for the further dissemination of their public relations handouts. No useful 
public purpose can be served by hearings on price increases unless it can be 
assured that all the pertinent facts will be made available for examination by 
the hearing agency, assisted by cross-examination and challenge by others in a 
position to subject the allegations of the corporation involved to critical 
analysis. 

The plea of confidentiality that will be raised by the corporations in opposi- 
tion to the invocation of the subpena power implies that the data involved 
are “competitive secrets.” The premise upon which the proposal for publie 
hearings is founded is that price competition is inoperative in the industries 
in which public hearings are contemplated. On that premise, there are no 
competitive secrets in relation to prices in such industries. 

As the Senate Antitrust and Monopoly Subcommittee pointed out in its report 
on administered prices in the automobile industry : 

“The method employed by General Motors for setting its automobile prices 
is basically that of a public utility * * *. But a distinction should be noted. 
The public utility is a regulated monopoly; its cost formulations and pricing 
practices are subject to governmental supervision for the protection of the 
public. General Motors possesses much of the economic power of a public utility, 
but it is free from governmental oversight.” 

The cost data of a public utility cannot be concealed from the scrutiny of 
public officials. Neither can we afford to permit concealment from the public 
of the data underlying the price decisions of the executives of giant corporations 
when those decisions have such far-reaching effects upon the economic welfare 
of all Americans. 

If the force of informed public opinion is to substitute adequately for the 
absence of market forces in the industries under consideration, the public must 
be equipped with the data that can be obtained only through exercise of the 
subpena power. Moreover, such data must be subjected to the most searching 
screening and analysis. Cross-examination is the most effective means that has 
thus far been devised to ascertain the truth when facts are in dispute. 
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We, therefore, urge that this committee report out a bill which will provide 
the hearing agency with subpoena power to compel witnesses to attend anq to 
furnish the hearing agency with all pertinent data and records in their DOsses. 
sion which are necessary, in the judgment of the agency, to bring to bear an 
informed public opinion upon the proposed price increase. 

We urge, further, that the bill reported out by the committee include pro- 
vision for cross-examination with respect to all data presented and all cop. 
tentions made in the public hearings by the proponents and the opponents of 
the proposed price increases. This would make it possible, for example, for 
representatives of the automobile industry to participate actively and con- 
structively in hearings on proposed price increases in the steel industry Whose 
prices are a major cost factor in the manufacture of automobiles. 

4. H.R. 4870 is deficient in that it fails to create an agency with the regspongj. 
bility and the staff to inform the public of the facts related to inflationary Price 
increases. 

The original version of H.R. 4870 established the Council of Economie Aq. 
visers as the agency to conduct public hearings on proposed price and Wage 
increases. The amended version submitted by Congressman Reuss provides for 
such hearings to be conducted by “the President, directly or through any Faq. 
eral agency he designates.” We agree with the Council of Economic Advisers 
that it is not the appropriate agency to conduct such hearings. 

We do not believe, however, that the proposed amendment to the Dill is an 
improvement. If the hearings procedure is to be effective, there will have to be 
created an agency with a staff that can devote its undivided attention to holding 
hearings on administered price increases. Only such an agency can fully de 
velop the skills required for maximum effectiveness in eliciting the facts and 
for presenting them in a form that will make for the greatest possible degree 
of public understanding. 

In addition, legislation should avoid creating a situation in which the Preg. 
dent, through choice of the agency assigned to conduct the hearing in a specific 
instance, can predetermine the outcome based on the known views of that agency, 
This discretionary authority, together with the wide latitude provided in the 
bill for the determination as to which corporations are to be involved in the 
public hearings, smacks to us altogether too strongly of a government of men 
rather than a government of laws. 

We, therefore, urge that H.R. 4870 be amended to provide for the creation 
of an agency whose sole function would be to conduct the hearings called for 
by the bill. 

5. H.R. 4870 is deficient in that it provides for “advisory statements” on 
price increases without specifying the criteria to be applied in formulating such 
advisory statements. 

We consider premature and inadvisable the provision of H.R. 4870 which would 
empower the President “where he deems it advisable (to) issue advisory state 
ments.’ The advisory statements presumably would be designed to inform the 
public of the President’s opinion as to the justification or lack of justification 
for any proposed wage or price increase. However, the bill provides no criteria 
whatsoever for determination of justification. 

As we see it, it would be impossible at this time to formulate such criteria. 

There is at present no generally accepted basis for determining the propriety 
of any level of prices, profits or wages. Standards of propriety will have to 
evolve as our common law has evolved. 

Given the facts as to specific situations, the public will begin to form its ow 
judgments as to what is or is not proper conduct under particular sets of con 
ditions. Out of these judgments in individual cases will come, in time, gen- 
erally accepted standards of proper conduct. These standards will of them- 
selves tend to exert great influence over those involved in making price and 
wage decisions. They will also form the basis, if legislative criteria should ult- 
mately seem advisable, for criteria that can be written into law. Thus, a sound 
basis can be developed for the kind of advisory statements contemplated by 
H.R. 4870, if and when experience demonstrates such statements to be desirable 
or nevessary. 

Until such standards evolve, however, it seems to us that it would be the 
course of wisdom to confine the role of the hearing agency to the determination 
and the dissemination of pertinent facts brought out in the course of its hearings. 
with particular emphasis on those matters that may be in dispute. Thus the 
agency, upon conclusion of hearings in any specific case, would report to the 
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public on such matters as changes in the cost of producing the product, the 
source of such changes (e.g., wages, material prices, overhead costs, ete.), the 
degree to which cost increases are offset by cost savings (such as those flowing 
from advances in productivity ), the effect of the proposed price increases upon 
the profits of the corporations involved, the effect upon those profits if the 
yscertained cost increases were to be absorbed by the corporation, and Similar 
matters that would enable the individual citizen to make informed judgments 
as to the propriety or justification for the proposed price increase. 

We are confident that the prospect of publication of such information with 
respect to proposed price increases would become a major factor in the decision- 
making processes carried on by the small groups of executives who now set 
prices in the giant corporations that now dominate American economic life. 
These executives would hesitate, we believe, to set prices at levels that could 
not be justified to the public. 

The issuance of advisory statements by the President would add nothing 
to the deterrent influence inherent in simple publication of the facts since, in 
the absence of generally accepted criteria for advisory statements, such state- 
ments would be understood, and properly so, as simply one individual’s opinion. 
An advisory statement might tend to divert attention from the facts and to 
arouse reaction from individual citizens based solely upon their political lean- 
ings and their attitudes toward the current occupant of the White House. 

6. H.R. 4870 is deficient in that its ambiguous language may be used to 
subject wage increases to public hearing without requiring the participation 
of, and the furnishing of data by, the corporations whose allegations concerning 
their price increases form the basis for the hearing on wages. 

H.R. 4870 provides for hearings to be held on wage increases only when the 
firm involved declares the wage increase to be a cause of its price increase. 
This principle we believe to be sound. 

Our current inflationary problem, as manifested by the enormous extent of idle 
productive capacity, is not due to an excess of consumer demand resulting from 
wage increases but to abuse by certain giant corporations of their power to 
administer prices. Wage increases can help to correct the existing imbalance 
between our productive power and our power to consume. Wage increases 
serve, also, the valuable human purpose of improving the living standards of 
the families of the workers who receive them. 

It is widely alleged, however, that wage increases are the cause of the price 
increases that have occurred in the administered price industries. 

As indicated above, we in the UAW have sought by every means known to us 
to elicit for the benefit of the public the facts as to the alleged and actual relation- 
ship between wage increases and the price increases that have taken place in the 
automobile industry. We would welcome the opportunity which public hearings 
would provide, if properly implemented as proposed in this statement, to bring 
out into the light of day the true causes of price increases in the automobile 
industry. We are prepared to enter the public “goldfish bowl’ along with the 
automobile corporations when they allege that our wage demands are infla- 
tionary. We believe that labor and management, while obligated to meet their 
separate responsibilities to the workers and stockholders whom they respectively 
represent, have an overriding responsibility to the public as a whole. We are 
willing to submit to the judgment of an informed public opinion the question of 
whether or not we are properly meeting our share of that overriding respon- 
sibility. 

The public will be able to make an informed judgment as to the alleged infla- 
tionary effects of wage demands only if it is equipped with the facts on unit 
costs, profits, productivity, etc. These facts can be made publicly available, 
however, only if the corporation involved is required to participate in the hearing 
together with the union and to make available data and records that may be 
pertinent to its allegations regarding the union’s wage demands. Without such 
data and records, there can be no basis for determining the truth or falsity of 
the corporation’s allegations. 

It appears to us that the language of H.R. 4870, as modified by Congressman 
Reuss, contemplates that hearings would be held on wage increases only in con- 
nection with hearings on price increases proposed by the firm employing the 
workers who have made the wage demands. There is a degree of ambiguity in 
the language, however, which suggests the possibility that a union might be 
involved in hearings on its wage demands based on a mere allegation by the 
employer that a price increase would result from such demands, without the 
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employer himself being involved in the hearing. In the absence of the employer's 
data, however, the hearing would be futile or worse than futile. 

We urge the committee to redraft the language so as to eliminate this am- 
biguity. 

7. H.R. 4870 is deficient in that it fails to recognize that wage increases may 
under certain circumstances, be justified even though they necessitate price 
increases. 

We are concerned, also, by the implication of the language of H.R. 4870 (both 
in its original form and in the modification proposed by Congressman Reuss) that 
a wage increase which would, in fact, require an increase in prices would be 
evaluated as a threat to economic stability, regardless of any justification o 
need that there might be for such wage increase. Either a factual statement by 
the hearing agency or an advisory statement issued by the President which found 
the price increase to be a direct consequence of the wage increase in such a situa. 
tion would, in the absence of other criteria, tend to make difficult or impossible 
the attainment of wage increases that might be fully justified even though they 
did bring about price increases. . 

Workers suffering from substandard wages are clearly entitled to seek anq 
obtain wage increases, even though those increases do require their employers 
to charge higher prices. Consumers have no right to be subsidized at the expenge 
of the welfare of the families of such workers and should be willing to pay higher 
prices if that is the only means by which the substandard living conditions of 
the workers involved can be corrected. 

Similarly, price increases may be necessary in order to provide a fair share ip 
the increasing fruits of our advancing technology to workers in industries where 
productivity improves at a slower than average rate. Since advances in pro- 
ductivity are socially created, all members of society have a right to share 
equitably in their benefits, regardless of the rate at which productivity increases 
in their respective industries. 

Wage increases given to workers in slowly advancing industries, even though 
they may cause price increases for the products of those industries, are, never- 
theless, compatible with the maintenance of general price stability. A stable 
price level is the result, not of unchanging prices for all products, but of di- 
verse movements of prices for individual products, with increases for some be- 
ing offset by decreases for others. 

Thus, price increases resulting from higher wages in slowly advancing in- 
dustries should be offset by price decreases in industries of rapid technological 
advance whose workers obtain wage increases for themselves related to the 
national rate of productivity advance rather than to the greater increases in 
their own productivity. In this way, all workers can share equitably in the 
gains from an improved technology without inflationary consequences insofar 
as the general level of prices is concerned. 

It must be remembered, also, that general imbalance between productive ¢a- 
pacity and consumer power may at times require correction through widespread 
increases in wages and salaries—the largest single form of consumer pur- 
chasing power—and that increases in the general level of wages and salaries 
may necessitate price increases in certain industries. 

These are but a few examples of situations in which wages should not only be 
permitted but encouraged to increase, even though price increases may result. 
It is crucially important from the standpoint of the individuals affected and the 
needs of the economy as a whole that no obstacles be created to the effectuation 
of such needed wage increases. 

Therefore it seems to us that the bill should be rewritten to make it clear that 
wage increases requiring price increases should not, for that reason alone, be 
deemed “to threaten economice stability.” 

The objectives of section 2 of H.R. 4870 are our objectives. We, therefore, 
regret the necessity of having to be so critical of its provisions. Our criticism 
springs entirely from a desire to achieve the ends sought by section 2 and to 
avoid the danger that ineffective implementation of the public hearings pro- 
cedure may discredit the idea of such hearings as a deterrent to administered 
price inflation. 

We are deeply appreciative of the consideration being given by this committee 
to the hearings proposal. We hope that the committee’s deliberations will result 
in the formulation and ultimate enactment of a bill with sufficient teeth in it to 
assure that the public will be adequately informed of proposed price increases in 
those areas of the economy where administered price inflation has its source. 
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As President Reuther said in the hearings on administered prices in the auto- 
mobile industry held last year by the Senate Antitrust and Monopoly Subcom- 


Soy ease, of one thing Iam sure. In a democratic society, there is always 
everything to be gained, and never anything to be lost, by giving the people the 
facts they need in order to make their judgment of the conduct of those whose 
decisions affect the life and welfare of every man and woman. 

Mr. Woopcock. I would like to make some additional comments 

ive to it. 
worst, the UAW is in support of the objectives of section 2 of H.R. 
4870 and the intent expressed to bring an informed public opinion 
upon price and wage Increases which threaten economic stability. 

However, we have criticisms to address not to the objectives of the 
bill but to the mechanics, the procedural items of the bill. 

I would like to submit, Mr. Chairman, that substantive rights are 
always in jeopardy when procedural rights are not clearly defined. 

We think that the Nation needs the enactment of legislation that 
will achieve the objective of providing for the production of cold, hard 
facts on price increases and not, as unfortunately we have had too 
much in the past, mere conversation, propaganda, and mutual re- 
crimination as between labor and management. 

We think for this purpose we clearly need legislation with teeth; 
we do not advocate price controls, and the teeth should be designed to 
make sure that the relevant facts are brought into the light of the day 
so that public reaction may manifest itself as a restraining force against 
price increases that would otherwise be unjustified. 

I might say that the AFL-CIO position, as has been expressed to 
this committee, is to endorse again the objective of 4870, but to point 
out that the AFL-CIO position is that the Joint Economic Commit- 
tee which is engaging in a larger study, should take into account this 
as one facet of a larger problem. 

However, the UAW has had over a good many years an insistent 

ition on this matter, going back for some 17 years, and we have 
incorporated in our statement, appearing on pages 5, 6, 7, 8 and 
running through page 9, a resolution on this very question adopted 
by our last convention held in April of 1957, which I do not propose 
to burden the committee with, but which I think is well worth reading 
as an example of the position that union has had over a long period 
of time on the question the committee is considering. 

We have also incorporated in the statement a letter from William H. 
Davis, dated November 5, 1943, which appears on pages 10 and 11. 
Mr. Davis then being the Chairman of the National War Labor Board, 
in which, in the fourth paragraph of that letter, he points out that 
many unions in that period of necessary price stabilization for the 
national welfare and interest, did not even press wage demands, 
pointing out further that under the then national policy, out of 67,500 
cases of wage increases granted which were then made the basis of a 
petition for a price increase, only 411 were found necessary to grant, 
and that at least in that period the interrelationship was not as present 
propaganda would have it. 

Mr. Davis, at this earlier stage in World War IT, concluded his 
letter by pointing out that the national policy as it was then working 
apparently was bearing disproportionately upon the wage-earning 
section of society as against certain other sections of society. 











164 AMEND EMPLOYMENT ACT, 1946 


I might further point out the fact that we are not simply propa- 

gandists of this point of view; that in the 1958 negotiations with the 
as Motors Corp. and Ford and C hrysler we repeatedly in the 
critical days of those negotiations, pr oposed that we would submit oyr 
economic demands to impartial arbitration, providing there was 
stipulation attached to the submission that the arbitrators would be 
limited in the cost of their economic award to an amount that could 
be paid by those corporations without the necessity of forcing a price 
increase. 

Unfortunately for the national good, this repeatedly made sugges- 
tion, submission of ours, was dismissed out of hand 

With regard to the procedural deficiencies in H.R. 4870, we think 
that these deficiencies, as they presently stand, are so serious as to 
make the bill incapable of accomplishing its intended purpose with 
which we are wholeheartedly in support. 

First, on the fact that it does not provide for an advance notice of 
proposed price increases, the bill does speak about prospective or actual 
price increases. We think that the wisdom of the people who speak 
about. the locking of the barn door after the horse is stolen certainly 
applies here; that. if we are going to deal with price increases or 
wage increases, actually made, “th: at tie into the question of price in- 
creases being made improperly, that this would become an academie 
question and would not serve the purposes of the bill. 

There certainly can be no claim that to require an advance period 
during which no price could be raised would be an undue invasion of 
prer ogative, because it has long been the national policy to prescribe 
this sort of prohibition for labor, since under both the Railw: ay Labor 
Act and the Taft-Hartley Act, for example, there is a requirement of 
a 60-day notice during which period of time there can be no change 
in the price of labor, the wages of labor, and therefore we think it 
would be perfectly proper to ‘have prec isely the same requirement in 
this type of legislation ; that there should be a notice per iod, and since 
the Congress in its w isdom found 60 days to be appropriate for the 
price of 1: ibor, that a 60-day period could be appropriate for the prices 
of industry. 

Second, we think the bill is deficient, as has been indicated earlier 
this morning; that it does not specify clearly the criteria for the 
coverage of the corporations subject to it. It speaks with respect to 
industries where most of the output is produced by relatively few 
firms. This would bring into the whole business situat ion an element 
of uncertainty with which businessmen would have in our opinion 
great difficulty in coping, and this of course would be added to if there 
were a notification requirement introduced into the bill. 

We would submit that a feasible method of handling this, to make 
it definite, would be to provide that it would apply autom: tically to 
corporations having 25 percent or more of the total sales in their 
respective industri les. 

Now, we say 25 percent or more, because we think the history of 
industry clearly shows that such corpor ations exert so-called price 
leadership within their industries; that companies having sales of less, 
and certainly substantially less than that figure, do not have price 
leadership. 
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I think in earlier testimony before this committee the efforts of the 
Allenwood Steel Co., a small producer in Pennsylvania, to raise prices 
last year, which had to be withdrawn after a very few days because 
the major producers in the industry, 25 percent or more companies, 
did not follow suit at that particular time, then took the limitation of 
coverage to concerns covering 25 percent or more of the sales in 

iven industries, would bring this thing administratively down to 
manageable proportions. 

A rough analysis we have made would suggest that only 250 cor- 
porations in the United States would fall, therefore, within the pur- 
view of such a bill, if the criterion were 25 percent or more of the 
salesin a given industry. 

Third, we think that the bill is deficient in that it fails to provide 
a subpena power. We think that without this, the facts required to 
inform the public will remain unavailable and that this will leave 
the way open to a continuation of unfounded and irresponsible propa- 
ganda by corporations that we claim are guilty of administered price 
inflation. ; 

First of all, the objectives of this bill will not be met unless all 
pertinent data relating to price increases are obtained. I think that 
past history shows that without the subpena power and without. the 
enablement to the agency involved to get all of the pertinent facts on 
cost, on prices, on profits, on productivity, that without this very neces- 
sary mechanism, the hearings would be largely meaningless. 

It is true, of course, that corporations plead that this sort of in- 
formation is confidential, and that therefore although they make 
public assertion that this, that, and the other thing cannot be done for 
their employees, that they are unwilling publicly to lay bare the basis 
of their assertions on the basis of confidentiality, and this seems to us 
to be somewhat of a corporate equivalent of the fifth amendment. It 
goes to companies coming within the meaning of this act, companies 
that administer prices, that have this very great impact upon the 
national economy. We think they should not be allowed to exercise 
this question of confidentiality. 

Now, it may be asserted that the mere fact that this is the public 
policy, that the inviting will result in the clear disclosure of all facts, 
then we wish again to bring to the attention of the committee the be- 
havior of the General Motors Corp. in the 1945-46 strike of our union 
against that corporation, when the President of the United States set 
up a factfinding board, and that that factfinding board was to hold 
hearings on similar matters to the things that are proposed in this bill, 
and when it was made clear that that board had as one of its intentions 
to look into the ability of General Motors to meet the demands of the 
union without raising its prices, the General Motors representatives 
before that committee very melodramatically walked out on the pro- 
ceedings and never returned, and the proceedings were concluded in 
their absence. 

We also point to the hearings last year, 1958, before the Senate 
Antitrust and Monopoly Subcommittee, where certainly many asser- 
tions and things were said which had a direct relationship and bear- 
ing upon the negotiations of that year between our union and General 
Motors, Ford, and Chrysler. 
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The companies asserted that things we were demanding were, of 
necessity, inflationary, would, without question, force up their prices 
further; that their price increases of the postwar period had been in 
large part, if not entirely, caused by labor cost push, and yet we find 
long after the contracts are closed, long after we have had no ade. 
quate opportunity to say that these things aren’t true, because we do 
not have access to the facts, nor does any public body have access, 
we find Theodore Yntema, financial vice president of the Ford Motor 
Co., and one of the most articulate spokesmen for the point of view 
that we were the architects of the price inflation in the automobile 
industry, meeting a group of stockholders and investment bankers jn 
connection recently with the sale of 2 million share of stock by the 
Ford Foundation. : 

Mr. Yntema was quoted from the Wall Street Journal for the 25th 
of March 1959, as follows: 


Theodore O. Yntema, financial vice president, said that in the period from 
1954 to 1958, the company has cut the cost of producing an automobile an 
average of $94 a unit. Personnel and salary cuts since 1957 will result ip 
savings of $100 million a year, he said. 

Yet in each of these 5 years, where he said the unit cost was-being 
cut, in each one of those model years the Ford Motor Co., along with 
General Motors and Chrysler, raised their prices in every single year, 
We don’t know by the statement whether this means a reduction in 
labor costs or a reduction in composite costs which we assume, mate- 
rial prices certainly went up in those years, and the depreciation 
charges of the Ford Motor Co., as revealed by their statements to 
their stockholders, also went up in those 5 years. 

Therefore, it is an obviously fair conclusion that the reduction 
in labor costs per unit in those 5 years was somewhat, and we think 
quite a bit, in excess of $94 per unit. Ejther the 1958 charge made 
by Mr. Yntema before the Senate Subcommittee on Monopoly was 
untrue or his statement to the investment bankers on the 24th of 
March 1959, was untrue. 

It is for these reasons that there must be some mechanism put into 
the bill which will provide that the public can have access to facts and 
not assertions made in self-interest; that without the ability to get 
all the pertinent facts, we submit further that a necessary mechanism 
here is the possibility of cross-examination by other interested parties 
who may have some connection with the business at hand or some 
basis for being involved or having some basis for knowing whether 
the assertions made or the facts submitted are quite in keeping with 
the record or not. 

Now, on the claim that this subpena power should not be granted 
because the revelation of those closely held secrets of the company are 
competitive secrets, we submit that the whole premise of this bill is 
that the type of firm being considered, the type of firm that. has this 
much of an impact through administered prices upon the national 
price level, that in effect price competition is inoperative in these 
industries, and therefore so-called competitive secrets with regard to 
price Or cosis are really not secrets at all and should not be secret with 
regard to the public interest. The Senate Antitrust Monopoly Sub- 
committee in its report on administered prices made the point that the 
method employed by the General Motors Corp. for setting its auto- 
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mobile prices is basically that of a public utility, and it is without 
question. They have many times admitted this. But the cost data of a 
public utility cannot be concealed from the scrutiny of public of- 
ficials, and we think that neither should the costs of an organization 
such as the General Motors Corp., with its admittedly administered 
prices, has a tremendous impact upon our national economy. | 

In addition, we believe that in order to implement the objectives 
of section 2 of H.R. 4870 that it would create—it would require the 
creation of an independent agency with its own staff. We don’t be- 
lieve that the creation in a crisis atmosphere, which may well happen 
of an ad hoc board of so-called experts, could possibly deal with the 
question that this whole matter is so basic to the development of our 
modern economy that this could not effectively be done without the 
creation of an independent agency. 

We agree with the amendment to the bill which takes out the Council 
of Economic Advisers. We do not agree, however, with the amend- 
ment which would give these very wide discretionary powers to the 
President of the United States, because we believe that this discretion- 
ary power goes much too much in the direction of a Government 
of men rather than a government of laws; that there should be in this 
area, in particular, a clearly defined set of standards and a clearly de- 
fined mechanism. 

Fifthly, we believe that the provision in the bill for the inclusion 
of advisory statements on price increases, again without specifying 
the criteria to be followed in determining whether these are proper 
or improper, is premature. We think that at the present time there 
is obviously no generally accepted basis for determining the propriety 
of any level of prices or profits or wages, and that if clearly defined 
procedural rules were set. up, in the course of time the criteria would 
suggest themselves out of the experience that would be gained by what 
is quite obviously a new thing. 

So that we would think that the facts should speak for themselves 
and that the mere publication of the facts would speak more eloquently 
than any opinion that was drawn from those facts by any one man or a 
few men, no matter how wise those men may be. 

Sixthly, we believe that the bill is deficient in that its ambiguous 
language may be used to subject wage increases to public hearings 
without requiring the participation of and the furnishing of data by 
the corporations whose allegations concerning their price increases 
form the basis for the hearing on wages. 

We think that this is very possible under the language, and since 
it is very popular nowadays to allege that wage increases are the cause 
of price increases that have occurred in the administered price in- 
dustries, this mere assertion under the language of the bill could lead 
to a proceeding in which the union would be a defendant, but with- 
out the codefendant, as it were, being required to appear. 

We are, as far as the UAW is concerned, not only prepared but we 
would be anxious to enter the public goldfish bow] along with the 
automobile corporations when they allege that our demands are in- 
flationary, but we certainly want it to be made very clear in the lan- 
guage of the bill that this would be a requirement upon both and not 


simply something that could become a requirement upon only the labor 
side. 
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Finally, we believe that the bill is deficient in that it fails 
ognize that wage increases may under certain circumstances 
fied, even though they necessitate price increases. 

The bill speaks about a wage increase which would, in fact, require 
an increase in prices. It would be evaluated as a threat to economic 
stability regardless of any justification. 

We submit that workers who are suffering from substandard Wages 
are clearly entitled to seek and obtain wage increases, even though 
that may cause price increases because consumers have no right to be 
subsidized at the expense of the welfare of the families of such 
workers, 

in addition, in industries where productivity moves at a slower pace 
than the national average, the price increases may sometimes be neces. 
sary to give workers in those industries a proper wage. This, of 
course, flows from the fact that the concept of productivity as written 
into the automobile contracts is not a productivity factor as geared to 
the automobile industry but a productivity factor as reflected by the na- 
tional change in productivity, a socially calculated one, and that, there- 
fore, were wage Increases to be granted in industries which were moy- 
ing at a slower pace than the national increase in productivity whieh 
would to those firms obviously require a price increase, socially, they 
should be compensated from the fact that there should be price de- 
creases in industries where the upward movement of wages and other 
labor costs are at a slower pace than the productivity of this particu- 
lar industry. 

In conclusion, Mr. Chairman, I would like again to say that we are 
in support of the objectives of H.R. 4870. We feel very strongly, as 
I have tried to indicate in these few minutes and as the statement 
indicates, our great concern with the procedural aspects of it, and we 
feel that without the correction of the procedural aspects in the man- 
ner in which I have indicated, that the objectives, the very laudible 
and acceptable objectives of the bill, would be defeated and we are 
certainly appreciative of the fact that a subcommittee of the Con- 
gress should be spending so much of the time of its members in con- 
sideration of this very troublesome problem which we think, in the 
national interest, has got to be met at sometime in the not-too-distant 
future. 

Chairman Dawson. Thank you for a very, very fine statement, 
Mr. Woodcock. 

Mr. Fascell ? 

Mr. Fascett. Mr. Woodcock, I understand your interpretation of 
section 2 of the revised bill—do you have it there? 

Mr. Woopncock. Yes. 

Mr. Fascetu. It is very clear that you could have a proceeding u- 
der section 6(b) which would not necessarily invite a proceeding 
under subsection (a) ? 

Mr. Wooncock. This is what we think is possible under the lan 

guage, yes, sir. 
' Mr. Fascett. And that in order to change it you would either have 
to write into subsection (b) a presumption which would bring about 
proceeding under subsection (a) or in some other way change the 
language ? 
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Mr. Woopcock. We would want it made clear that a company 
couldn’t simply make the assertion and bring the union into court, as 
it were, and itself not be brought in, with all of the records that were 
necessary for a final determination of the question. 

Mr. Fascetx. In other words, it could be said that under subsection 
(b) that a wage Increase, where an allegation is made that a price 
increase is a result thereof, that this would automatically be a deter- 
mination if a hearing is held that such price increase threatens eco- 
nomic stability, which may not be the case at all, you see. 

Mr. Woopcock. That is possible. 

Mr. Fascett. So there is considerable merit to your feeling and 
interpretation, I would think. aethe ne 

Would you give me your definition of administered prices or ad- 
ministered inflation ? 

Mr. Woopcock. Administered prices, for example, to give you a 
specific answer, administered prices are those set by the Gene ral Mo- 
tors Corp., Where Mr. Bradley has on more than one occasion in sworn 
testimony said that their method of pricing, which has been set over 
the years, is to take the number of days there are in the year, to elim- 
inate Saturdays, Sundays, the holidays, to eliminate 15 days for the 
changeover of the model, which leaves a total of 225 days, and then 
to take 80 percent of that 225 days because, as he has asserted, the 
automobile is a cyclical industry, which leaves 180 days; to then de- 
termine the cost of production of the v lume that would be made in 
180 days of operation, and based upon that cost of production to 
project a price of the finished product to yield a return on the capital 
investment, including of course the undistributed profits that accrue 
from year to year, equal to between 15 and 20 percent, which means, 
of course, that when they operate for more than 180 days per year 
their rise in profits is astronomical. That is an administered price. 

Mr. Fasceii. In other words, you are saying in this example that 
this price, fixing of price has no relationship to what demand is or 
sales is? 

Mr. Woopcock. On the contrary. It has no relationship and could 
well, under that formula, go up as demand drops because costs go up 
as the equipment is unused. It has a cost impact upon the production 
which is not reflected by production asa yield from it. 

Then, too, what happened in 1956, when the Ford Motor Co. an- 
nounced a price increase of a given level which they justified pub- 
licly with a statement, followed very shortly thereafter by Chevrolet 
with a substantially higher price increase under the normal concept of 
economics? With the very sharp race between Ford and Chevrolet, 
the assumption would have been Ford would have been delighted. 
Instead of being delighted, they simply hiked their prices higher. 

This is not the way Henry Ford the First, ran the Ford Motor Co., 
by the way. 

Mr. Fasceti. If the administered price retains a fixed profit as 
part of its comopsite element, where would you ever have a reduction ? 

Mr. Wooncock. Possibly this very rigid method of setting prices 
would become a little less rigid if it were subjected to public scrutiny. 

Mr. Fascety. Well now, let’s examine that for a moment. 

Weare just talking out loud here. 
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Getting back to tihs 5-year period which you discussed a moment 
ago, if wages went up and composite costs went up and profit remained 
fixed based on this formula, why does it necessarily follow, per se, that 
such price then is bad ? 

Mr. Wooncock. First of all, profit does not remain fixed as a regylt 
of this formula. Profit is a variable. The assumption would be 
that 

Mr. Fascetxi. Then I misunderstood you. 

Mr. Woopncock. If the organization were to work 180 days in q 
given year, and the calculations were proper, based upon their formula, 
then as a result of working precisely 180 days, they would have some- 
where between 15 and 20° percent return after taxes on their net in. 

vestment. 

If they work less than that, obviously they would make less, [f 
they work more than that, they make substantially more. 

In 1955, they made, I believe, 37.5 percent after taxes on the invest- 
ment of the General Motors Corp. 

Mr. Fascetx. Then their formula fixes a floor for their profit, based 
on a normal operation period of 180 days ? 

Mr. Woopcock. Theoretically it doesn’t, although 1921 was the last 
year the General Motors Corp. did not m: ake a profit. 

Mr. Weinberg reminds me that their average return was 52 per- 
cent on their net investment before taxes in the ] postwar per iod, which 
came out to 25 percent return after taxes on their investment for the 
entire postwar period. 

Mr. Fascetu. That raises a couple of other questions: 

Do such pr ices as you have described them here, such actions in the 
fixing of prices, do they automatically threaten economic stability 
in every case, one / 

Secondly, are they automatically inflationary ? 

And, thirdly, is this a question between management and labor to 
fix in the public mind which group is responsible for high cost of hard 
goods? 

Mr. Woopcock. Well, our objection to them is that they give a 
disproportionate share of the national income, of the ni: itional pie, 
as it were, to the owners and do it by, in effect, slight of hand, doing 
it ina fashion which is not subject to he public view. 

Unfortunately, I have to admit that im 1958 the general consensus 
of public opinion was that the UAW was responsible for the con- 
tinued increase in the prices of American automobiles. 

Quite obviously, a lot of Americans think that they are priced too 
high for the market. I don’t think the Ford Motor Co., which con- 
vinced even many of our own members that we were responsible for 
the continued upward push of prices, would have been able to have 
increased its prices in the fashion that it did had it been public know!- 
edge that they were actually reducing their costs of production in 
that same period. 

Mr. Fascetu. Let’s assume for the moment that all of this is true, 
have people quit buying automobiles ? 

Mr. Woopcock. They have started buying an awful lot of E uropean 
automobiles, sir, because of the question of the price of the American 
ear. 
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Mr. FAsceE.t. And you believe that the reason for this is because 
they believe the companies’ propaganda that the UAW has priced 
the automobile out of the market . 

Mr. Wooncock. I don’t think it is a question of whether they be- 
lieve the propaganda or not. It is what that dollar amount is, when 
they take in the old jalopy to find out how much it costs to get the new 
onefithat stops them. ; at 

The 500,000 people who will buy foreign automobiles this year are 
doing it in large part because of the price factor. : , 

Mr. Fascetz. Will you explain what relationship this has to your 
problem as labor ¢ 7” . 

Mr. Woopvcock. To our problem as labor ? 

Mr. Fascenn. Yes. bial gy 

Mr. Woopcock. First of all, our position in the union has been 
that we are all consumers, whether managers, whether we work in 
the plant, whether we are Members of Congress or what Wwe are, we 
are all consumers. Therefore, this is the paramount interest. This 
has been our concern through the years. 

The best way, or certainly a very effective way to share the tre- 
mendous ability of American industry to create wealth is through 
a reasonable price stability, because that is the best way to do that. 
Therefore, as citizens, we have a tremendous interest. 

Now, as a special interest of labor, the whole crux of our economic 
argument is: What portion of this is available or proper for labor 
benefits which will not have an upward push upon prices? 

This has been our whole argument. And we are met at the bargain- 
ing table by the company saying this is none of our business, none 
of the public’s business. 

Mr. Fascetn. Supposing you keep asking for increased wages and 
you keep getting them, and the company decides as a matter of—and 
I am citing this as an example, not saying it is the case—they say, 
“We just keep passing it on”? 

Mr. Woopcockx. The whole purpose of this bill is to have—— 

Mr. Fasce.y. I understood that. 

Mr. Woovcock. To have the facts made known to the public so 
there wil be some restraint on their just passing it on. 

Mr. Fasceci. I understand that. But what I am trying to find out 
from the labor standpoint is why should there be any restraint ? 

Mr. Woopcock. Because our paramount interest is as consumers, 
not simply as producers. 

Mr. Fasceui. You are not concerned, then, that the company will 
price itself out of operation ? 

Mr. Woopcock. Of course we are. 

Mr. Fascetn. Therefore you won't have any jobs. 

Mr. Woopcock. Of course we are. 

Mr. Fascet.. Well, if you are making more money and the prices 
go up and you are able to buy the same automobile, you are in rela- 
tively the same position, are you not? 

Mr. Wooncock. We are not in the relatively same position. 

Mr. Fascei.. You aren’t ? 

Now, that raises another question. We are talking about reason- 
able price stability. How is that measured? Against what? A 
fixed determinant on some base period 

397415912 
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Mr. Woopncock. Among other things, sir, the members of our union 
include now several tens of thousands, I think now upward of q 
hundred thousand people who do not pay dues on retirement income 
At the insistence of the automobile companies on their last round of 
negotiations, we were forced to agree—and there is a signed docy. 
ment which will now have legal effect upon us—that there will be no 
further demands for increases in the pensions of those already re. 
tired. So that asa labor organization, apart from the larger interest, 
we are compelled to carry forward the restraint upon prices, because 
of its impact upon those with fixed incomes. 

Mr. Fasceti. Mr. Woodcock, we have had some pretty high-powered 
economists here who have testified that this would have absolutely 
no eiiect on those people on so-called fixed incomes. 

Mr. Woopcock. I have seen some of that testimony that increases jp 
social security have more than kept pace with the increases in the cost 
of living. But let me say this: Just simply to keep people even as far 
as the cost of living is concerned denies the whole point, which jg 
implicit in the w hole American system, that ours is the constantly 
upward-moving one. This is why we have in our wage document wit) 
the General Motors Corp., developed in 1948, the cone ept of the 
national productivity wage increase. Those on retirement too are 
entitled to share in that nz ation: il productivity increase, because it is a 
socially determined one, applying to all, the producers and those 
who have been producers but no longer are so. So that they are 
entitled to some upward movement, not just simply to stay put. 

This is the whole concept of the dynamics of the American economy, 
which is being threatened by the administered price industries at the 
present time. 

Mr. Fascetit. You lost me on that one, because I understood you 
to say you just agreed to the contrary. 

Mr. Wooncock. Pardon me? 

Mr. Fascein. You said you had a document which says in the future 
you would not request any raises for those already retired. 

Mr. Woopcocx. I said we were forced to do that. But there is also 
the social security end of it, which is certainly the most socially 
desirable way in which to provide for retirement, because that covers 
all people, not simply those who are employed or ‘used to be employed 
by a particular company. 

Mr. Fascetu. I got into this line of questioning because I am trying 
to clarify in my own mind and to understand what your objections are, 
as you have raised them here very specifically, to the legislation, which 
to me deals with principle and not specifics. 

What you do is private as far as your negotiations with the company 
are concerned, that may be a matter for. legislation, it may not be, 
I don’t know. 

Mr. Woopcock. Our negotiations with the General Motors Corp. 
I suppose they are priv ate, but the implications are far from private. 
When, as a result of economic developments within the automobile 
industry, you get in the automobile centers large pools of unemploy- 
ment which are caused by too high prices that have been—this is of 
course our opinion—br ought about by industry through their admin- 
istered pricing policy, the welfare budgets of those communities in 
those States, certainly not restricted just to Michigan, are certainly 
a matter of public concern. 
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Mr. Fascetn. I would certainly grant that. L 

I don’t know there is any question about it. We don’t have any 
testimony on that before this committee. I don’t know that we need 
it in discussion of this legislation. But it seems that wih paricular 
reference to your testimony that it would be important to tie down 
specifically that phase of it, if that is your concern. 

Mr. Wernsera. May I say something on that ? 

Mr. Fascetn. Yes. 

Mr. We1nserc. The Antitrust and Monopoly Subcommittee of the 
Senate, in the course of its hearings on administered prices in the 
automobile industry, did get analyses from several economists on what 
is known in the technical gobbledygook as “elasticity of demand in 
relation to prices.” All the economists agreed that price does have 
an effect on the level of demand for automobiles, which means price 
does have a very significant effect on the level of production, sales and 
employment. : ; 

Mr. Fascetu. I am glad they haven’t ruined my high-school eco- 
nomics. I was beginning to believe it didn’t exist anymore. 

Chairman Dawson. Mr. Smith? 

Mr. Suir. You are talking about this 25 percent, and that involves 
950 industries, and you are using the automobile industry as an 
example. 

Now, the prices you are talking about are prices to the dealer, rather 
than prices to the consumer, which is a quite different thing. 

In other words, we had some reductions in prices to consumers of 
automobiles at the same time there were increases in prices to the 
dealers. 

Now, I wonder if all we are talking about here is these basic indus- 
tries and are we dealing only with prices to their dealers. If so, are 
we really dealing with the thing that we want to deal with? 

Mr. Woopcock. I would think it would be administratively impos- 
sible to cover the whole waterfront in this area. For instance, the 
automobile industry has a set price to dealers. The refrigeration in- 
dustry does not deal through specific dealers. The automobile indus- 
try is beginning to change a little bit in its marketing policies and 
may change substantially in the next few years, I don’t know. 

Mr. Fasceti. You mean they are going to buy up all the dealers? 

Mr. Wooncock. No; I don’t say that. The only feasible way to 
deal with it is by the price from the company, to the dealer or 
whatever. 

Mr. Smirn. Suppose under the operation of this bill there was no 
price increase to the dealer; that still doesn’t mean there is not going 
to be a price increase from the dealer. 

Mr. Woopcock. As implemented by the dealer? 

Mr. Smirn. Yes. 

Mr. Wooncock. I think the law of supply and demand will take care 
of that, because if Mr. Jones, selling Chevrolets, becomes unduly 
greedy, Mr. Brown, across town, will get all the business. But that 
doesn’t happen as between General Motors and Ford. 

Mr. Smiru. So that an agreement with regard to prices at the fac- 
tory and not to the dealers isn’t going to necessarily help the consumer. 

Mr. Woopncock. I think it would, very definitely. 
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Actually, the price competition in the automobile industry takes 
place at the expense of the dealer, within his margin; it does no 
take place at the manufacturer’s price. 

Mr. Smirn. Just one other short question on this before I leaye jt 

Did I understand you to say that the price of automobiles, of 
American-made automobiles, has caused people to go to European. 
made automobiles? Is it the price or the fact that there is a rope 
size available at a lower price? 

Mr. Woopcock. It think it is both. We are also told it is the pres. 
tige factor. But it would be strange that the prestige factor suddenly 
beg: in to operate when the price went sky high. 

Mr. Smiru. Can you buy an European automobile of the same giz 
as an American automobile for the same price / 

Mr. Woopcock. No, They make very few cars in the range of thog 
prices. 

Mr. SmirH. Then it was mostly the size that people were buying? 

Mr. Wooncock. I think it was both, price, size, and also a notion 
among many people that there is a little better quality there. The 
steel has a little extra gage, and so on. 

Mr. Smrrn. Mr. Ruttenberg, as I understood his testimony here 
for the AFL-C1O, the other day, said we should wait, and this kind 
of astonished me, because I hadn’ { been in the habit of a labor organi- 
zation saying you should wait, but I take it that you are of a different 
opinion concerning this bill, is that right ? 

Mr. Woopcock. Well, we are in support of the position of the AFL- 
CIO that the Joint Economic Committee should indulge in this study, 
which includes this factor. We are in support of this bill if it has the 
procedural changes made as I indicated today. 

Mr. Smirn. You don’t think we should wait? 

Mr. Woopcock. We have been waiting quite a while, and we would 
just as soon not. wait too much longer. 

Mr. Smiru. One more thing: 

You have set out here very specifically four proposed detailed 
amendments. 

Now, I am wondering to what extent do you think that these would 
more properly or just as properly be matters to be included in the 
National Labor Relations Act instead of in this kind of a bill? 

Mr. Woopncock. I think it would be entirely out of place in the 
National Labor Relations Act, which deals with a specific, you might 
almost say procedural relationship as between employers and their 
organized employees. These are procedural changes that have to go 
with the objective of the bill as spelled out here. 

Mr. Smiru. What I am getting at is the subpena powers and the 
powers to receive certain data prior to your negotiations upon wage 
increases. If these were available, as I understand your testimony, 
that would have something to do with the amount of wage increase 
to be asked or expected, and so it is in direct relationship, isn’t it, 
to the proceedings under the National Labor Relations Act? 

Mr. Woopcock. I would think we would welcome any changes, pro- 
vided we could get such information as a matter of right under the 
Labor Management. Relations Act. However, to simply provide that 
another private agency can get access to this without public scrutiny 
does not go to the question because there is too much danger of collu- 
sion as between one side and the other. This is a public interest. 
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Mr. Suiru. If, for example, in the automobile industry you had 
that data available in your negotiations, then you would be dealing 
with it right at the time that it affected the costs of the industry. 
Wouldn’t that be the proper place to have the data available? 

Mr. Woopcock. That would be obviously of advantage, but the 
procedures that we propose here could operate in the same fashion, 
which is why we suggest that the notice requirement of 60 days which 
is applicable to the labor side should also be applicable to the in- 
dustry side. ae ialees 

Mr. SmiruH. Do you think it is better to have in this act that the 
subpena power is available to secure that data, and so forth, rather 
than to have it in the National Labor Relations Act; that the unions, 
for example, can ask the NLRB to secure that data? 

Mr. Woovcock. Yes, I think so, again for the reason that if it were 
included in the NLRB, it would provide that the union can 

Mr. Surra. Within the 60-day period. 

Mr. Woopvcock. If the union were of a mind to say, “As long as we 
eet ours and we don’t care what the national consequences are,” it 
doesn’t solve the problem that 4870 seeks to tackle. The whole ques- 
tion here is the public scrutiny with which we are in accord. 

The position of our union is that if we are asking for something that 
‘annot stand public examination, then we shouldn’t be asking for it. 

Chairman Dawson. Mr. Barry? 

Mr. Barry. Mr. Woodcock, I must commend you for your very 
fine presentation as to getting over your points, but I would like to 
address myself to several things that have been brought up and ask 
you whether or not, a 60-day cooling-off period with regard to any 
proposed price increase might create great havoc among prospective 
purchasers of automobiles? I could foresee that some company could 
use this as a gimmick to increase their sales at the disadvantage of 
other companies. Would it not be a tool, a sales tool, or could it not 
so be used ¢ 

T would like you to comment on that. 

Mr. Woopcock. Since the matter involved would be a price in- 
crease, its effect on the market presently would be to stimulate sales 
at the present and lower level than a possibly higher level that would 
come about. There would be no requirement to submit a notice or to 
have a hearing if a price decrease were to be proposed. 

Now at the end of the model run it is usually freely speculated 
that the new models will cost more. That has certainly become the 
fashion. At the end of the model there is a general attempt to 
lower prices at that time so there can be an orderly introduction of 
the new model. 

Mr. Barry. But there would be the possibility of one company 
proposing a price increase in order to stimulate sales of their own 
car, if it were a particularly popular model and had been going over 
well with the public. There would be a great possibility of that, 
wouldn’t there, to the disadvantage of the other companies in a com- 
petitive society ? 

Mr. Woopcock. What we are proposing here wouldn’t require that. 
If it were that advantage to them, they have that right now entirely 
on their own to do that. 
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Mr. Barry. I just wanted to point out that fact. Also, you said 
that the confidential nature of a corporation’s cost accounting, and 
so on, was comparable to the fifth amendment. 

I could hardly concur with you that anything affecting the gy. 
curity of our Nation and infiltration with regard to subversion and 
that sort of thing had anything at all to bear upon the right in g 
free enterprise system to keep your costs under control and secret, 
Certainly, if I am making a product, whether it is toothpaste or ay 
automobile, if I have a way of making that product cheaper than 
someone else, I have a right to maintain that secret, and to say that 
a man must reveal his costs, at every level of operation, is destroying 
the free enterprise system at its heart. 

I do know how that would apply to automobiles, where you produce 
a Ford and a Chevrolet, which may be almost comparable items, but 
certainly to introduce something like that legislatively would be de. 
stroying America at its heart insofar as the free enterprise system js 
concerned, and the right of a man to his inventive genius, his pro- 
ductive ability, his production engineering ability, and so forth, 

Now then, you made a statement with regard to Mr. Yntema, here 
on page 21. If you would refer to that, I would appreciate it. 

Mr. Woopcock. Yes, sir. 

Mr. Barry. And you quote down there, three-quarters of the way 
down the page, a statement made by him. ; 

Then on your criticism of his statement you refer to the 1958 charge 
that he made, but you don’t quote his charge. 

I don’t know Mr. Yntema, and it means nothing to me. But it 
seems if you are calling a man a liar in one instance or the other, 
that you should put into your documentation exactly what the man 
said in 1958 instead of broadly hitting the man in the way you have 
done here. 

I would protect. you the same way that I protect him, but I do feel 
in fairness that that should be contained in your statement. 

Mr. Woopcock. If I may comment with regard to that. 

Mr. Barry. Certainly. I want you to. 

Mr. Woopvcock. This is the hearings before the Subcommittee on 
Antitrust Monopoly of the Committee on the Judiciary of the US. 
Senate, page 2649 and page 2650 and other portions, which we will 
be most happy to identify for the committee subsequently. I can’t 
do it offhand. 

Mr. Inprirz. What is the date of those hearings ? 

Mr. Woopcock. January 28, 29, 30, February 1, April, and May. 
This is part No. 6, identified as automobiles. We would be most happy 
to dothat,sir. This is not an unfounded allegation. 

Mr. Barry. Yes. 

Mr. Woopcocr. I may say, if I may, sir, that the fact that you can 
make a very eloquent defense of the right of the individual to keep 
to himself the results of his inventive genius is certainly a sentiment 
with which all would agree. We are, however, talking about corpo- 
rate giants, and if the same protection applies to them, then we need 
the procedural changes we asked for precisely because if one can 
come into court and say : “Because of the sacred rights, I am not going 
to tell anybody about these things,” but the other one has to reveal 
everything because it is a matter of public scrutiny, then this is just 
not fair play. 
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Mr. Barry. Could I ask you this question, What was the average 
wage paid an automobile worker in 1946, approximately ¢ 

Mr. Woopcocx. Approximately $1.30. . 

Mr. Barry. What 1s the wage today ? In 1958? 

Mr. Woopcockx. Approximately $2.50. 

Mr. Barry. $2.50. 

Well, then, you have approximately 125 to 130 percent wage increase 
in that period of time. ‘J he reason ] ask that question is, I happen to 
have bought a Plymouth in San Francisco in 1946, and I paid $1,356 
for it. And a was offered one in 1958, brandnew, same model—I mean 
by that it was a modest one. I wanted it without any extras on of 
any kind. And the price then was $1,895. It was only about a 33- 
percent increase—about a third increase. I was quite surprised that 
the price increase was so small in relation to what I had generally 
suspected. “ae 

Now with wages having gone up as you have indicated by such an 
amount, and you have made a very strong plea here for price control, 
I fail to see that it is valid, at least in my experience in buying a car 
in San Francisco. 

You also made a statement with regard to Ford’s profits, and what 
they had been. You mentioned General Motors’ profits, too. I am 
sure you realize that 52 percent of those profits are taxed and come 
back into the Treasury, in addition to which the dividends are paid, 
and they are taxed again. Insofar as the Ford Motor Co. is concerned, 
most of that stock is owned by the Foundation, and it comes back to 
the people of the Nation, through gifts to hospitals, educational insti- 
tutions, and soon. So when you talk of social consciousness, it seems 
the relationship here is crystal clear, that the Nation has prospered 
by the policies of industry, in general, and again I don’t want to talk 
solely about automobiles. However, this move to the foreign car, 1 
have owned one for 10 years. I have had first a Citroen, and now a 
German-made automobile, but we have an American-made car, too. 
We have the foreign car, because my wife finds it easier to park, more 
economical to run, and so forth. 

I think that is the reason most people are buying these foreign 
cars. To say it is solely because of price, I don’t think is an accurate 
statement. I think it is a factor, as you have indicated. I think 
foreign automobiles have sold in substantial quantity at prices above 
prices for American-made cars. 

I have more things to say, but I know that you are pressed here. 

Chairman Dawson. Mr. Reuss? 

Mr. Reuss. No questions. 

Mr. Woopncock. I might just say that the estimated wages I gave 
you were straight-time figures. The BLS figures that you might 
check would include other factors and would be higher. 

Chairman Dawson. Mr. Indritz? 

Mr. Inprirz. Could you supply for the record those excerpts from 
the hearings before the Senate Subcommittee on Antitrust and 
Monopoly that you rely on concerning Mr. Yntema ? 

Mr. Woopcock. Certainly. 

Mr. Wetnperc. We examined Mr. Yntema’s testimony very care- 
fully and found nowhere in it the direct explicit statement that wage 
gains made by UAW members who are Ford workers caused Ford 
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to raise its prices. However, the whole implication of the enti, 
statement points to that conclusion. 

For example, I have here a chart in which he compares Fopg 
Motor Co. average hourly labor rates with Ford car prices, shoy. 
ing that labor rates rose far faster than car prices. He was asked 
about the productivity factor, and he at that point said that it couldn} 
be measured, but implicit in his statement that the cost of producing 
a Ford car has been reduced by $94 between 1954 and 1958—implicit 
in that statement is necessarily a measure of productivity, 

So that he did not directly state that wage increases caused them 
to raise their prices, but tried throughout his testimony to create 
that impression. And he has created the same impression in the 
speeches he is making and articles he has written, and the same jn. 
pression is always created by speeches and articles written by other 
Ford Motor Corp. executives as well as executives of other automobile 
corporations. 

I think you have to realize in looking at the wage comparison 
referred to a little while ago that there has been an enormous pro- 
ductivity advance in the automobile industry. To give you one 
example: 

Chairman Martin of the Federal Reserve Board pointed out that 
production in the automobile industry in December 1958 was only 
4 percent below production in December 1956, but production worker 
employment in the same period had declined by one-fifth. 

In those figures there is an indication of an increase in productivity 
approximating 20 percent in 2 years. So that this is the problem we 
have to face. On the one hand the contention is made that wages 
have gone up faster than prices, the productivity factor is ignored, 
and the impression is created that wages have forced up the prices, 
But an analysis of what has happened to productivity and an ocea- 
sional statement such as this, reveals that labor costs have actually 
gone down. 

- (Subsequently, Mr. Leonard Woodcock sent the following letter, 
dated April 16, 1959, to Chairman Dawson providing the excerpts 
from the hearings before the Senate Subcommittee on Antitrust and 
Monopoly referred to above :) 


INTERNATIONAL UNION, UNITED AUTOMOBILE, AIRCRAFT, AND 
AGRICULTURAL IMPLEMENT WORKERS OF AMERICA—UAW, 
Detroit, Mich., April 16, 1959. 
Congressman WILLIAM L. DAWSON, 
Chairman, House Committee on Government Operations, 
House Office Building, Washington, D. C. 

DEAR CONGRESSMAN DAwson: This letter is in response to a request made by 
Congressman Barry and Mr. Indritz in the course of my appearance before your 
committee on April 9, 1959. 

As you will recall, I referred to a statement made by Vice President T. 0. 
Yntema of the Ford Motor Co., claiming that in the period from 1954 to 1958 the 
Ford Motor Co. had cut the cost of producing an automobile by an average of 
$94 per unit, and I stated that this was in direct contradiction to the charge 
previously made by Mr. Yntema that the economic gains of UAW members 
employed by the Ford Motor Co. had compelled Ford to raise its prices. Mr. 
Barry and later Mr. Indritz requested me to supply references to any state 
ments to that effect made by Mr. Yntema in his appearance before the Senate 
Subcommittee on Antitruts and Monopoly in 1958. 

Mr. Yntema’s testimony is in part 6 of the hearings of the subcommittee 00 
the subject of administered prices. At page 2649, Mr. Yntema said: 
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“Exhibit 5 compares, for the same period, 1954-58 period, increases in Ford 
car prices wib increases in the company’s average hourly labor rates. 

* cd a >” * a a 

“The company’s hourly labor rates represent the largest single factor in our 
product costs. While Ford car prices have increased 13.1 percent since 1954, the 
company’s average hourly labor rates are up 19.8 percent, from $2.65 per hour 
to $3.17 per hour. The rate of wage increase, therefore, is 51 percent greater 
than the rate of increase in car prices.” 

Although, as Mr. Weinberg and I pointed out to members of your committee, 
Mr. Yntema did not say in so many words that the increase in Ford hourly 
wage rates which he claims took place in this period was responsible for the 
increase in Ford car prices, I think no reasonable man could question that the 
clear intention of his statement was to convey that impression. Senator Ke- 
fauver raised the question of increasing productivity as a countervailing factor, 
put Mr. Yntema evaded it. 

For the record, I should make it clear that we in the UAW do not accept 
the wage rate figures cited by Mr. Yntema. They do not correspond either with 
our own knowledge of what Ford workers received at the times referred to, 
nor with statements of responsible executives of other companies, such as Gen- 
eral Motors, which pay comparable rates, nor with industry data published by 
the Bureau of Labor Statistics. 

Again, at page 2645 of the hearings, we find Mr. Yntema saying: 

“In 1957, output per man-hour in manufacturing was about 1.1 percent higher 
than in 1955, but average hourly earnings were 10 percent higher. With wages 
rising 9 times as fast as productivity, is it any wonder that prices of manufac- 
tured goods went up? 

“From firsthand experience in our own industry, we know that we did not 
have a demand inflation in the automobile business in 1956 and 1957. 

“Demand for automobiles reached a peak in 1955 and receded to lower levels 
in 1956 and 1957. There was no shortage of workers, and most materials were 
in adequate supply. 

“As a result of our 1955 UAW labor contract, average hourly labor costs in 
our company increased 50 cents an hour during 1955-57. 

“Our suppliers generally experienced higher wage and material costs which 
resulted in higher prices to us. Our wages and material price increases were 
more than we could offset by increased efficiency. 

“On the basis of increased costs, we raised our prices, but as we shall see, 
not enough to maintain our profit margins.” 

Here Mr. Yntema came close to a specific charge that increased labor costs 
resulting from the 1955 agreement with the UAW were a factor in Ford’s price 
increases. For the record again, we do not accept his figure as to the amount 
of that labor cost increase. 

Mr. Yntema’s testimony contains other statements of a more general charac- 
ter implying that wage increases are primarily responsible for price increases. 
At page 2643 of the hearings he says: 

“Leading economists are becoming more and more concerned with cost-push 
inflation. They know the very large share of labor in total costs; they recog- 
nize the unlimited monopoly power of some unions, which is not only permitted 
but actually aided by special immunities under the law; and they sense the 
militant traditions and the internal political pressures of unionism which lead 
to abuse of monopoly power.” 

Again, at page 2748 he says: 

“I hope the man in the street will realize that while Mr. Reuther is pointing 
to pie in the sky with one hand, his other hand is taking money out of the con- 
sumer’s pocket.” 

Finally, at page 2752: 

“There are very simple monetary and fiscal measures that can be taken to 
reverse a depression—deflation I am talking about—and to increase purchasing 
power and to get back to high-level employment. 

“You cannot use those measures freely, however, if there are very strong cost- 
push inflationary forces. I say there are two things that need to be done. The 
first one is to reduce the monopoly power of unions, because labor is the big 
element in this total. 

“There may be some pyramiding by businesses, but in the aggregate the cost- 


push inflation of labor outweighs many, manyfold anything that the corpora- 
tions may do.” 
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I think it is clear from the above quotations, as well as the tenor of hi 
mony as a whole, that Mr. Yntema made every effort to convince the 


S testi. 


: Sen 
subcommittee both that labor was responsible for price increases generally, sa 


that rising labor costs were primarily responsible for Ford car price increases 
specifically. In my opinion his later statement to the investment bankers, as 
reported in the Wall Street Journal—which has not to my knowledge been re. 
pudiated—would indicate that he was on one occasion or the other, either nis. 
informed or misinforming. 
Very truly yours, 
LEONARD Woopcoox, 
Vice President, International Union, UAW. 

Mr. Inprirz. I have just one other question. 

You have given quite a number of suggestions for amendment of 
the bill. 

Now, the crucial problem of working out legislation is to get lan. 
guage which can incorporate ideas and make them effective for the 
future. 

Have you prepared a bill which would incorporate your ideas, and 
if you have such proposed language, could you supply it to the com. 
mittee ? 

Mr. Wooncock. I might say, sir, that I even have to have help in 
drafting the labor agreement with the General Motors Corps. I am 
not a bill drafter. 

Chairman Dawson. Thank you very, very much, sir. 

Mr. Barry. I would like to make one comment, if I may, Mr, 
Chairman. 

You stated in your remarks that you were forced to accept provision 
for retired members of the union; that there be no increased benefits, 
Who forced you to make that agreement ? 

Mr. Woopcock. First, the Ford Motor Co., followed by the General 
Motors Corp., and finally the Chrysler Corp. 

Mr. Barry. When you say “forced to agree,” you presuppose some- 
one has got a gun in your back or that they had a lever over your 
head. 

Are you sure you didn’t trade out the retired people for some bene- 
fit that you may have gotten for some people that are presently 
employed ? 

Mr. Woopncock. Put it this way: If we hadn’t changed anything at 
all, the same fact would have prevailed as far as those who were re- 
tired is concerned. But the price of obtaining pension amendments 
to give higher benefits to those stil working and to those retired, one 
of the prices insisted upon before conclusion could be reached was that 
never, never, never again would we ask for pension increases for those 
already retired. 

Mr. Barry. I could understand how they might ask it, but I think 
when you put the onus on them to say you were forced, is overreach- 
ing, don’t you think so? 

Mr. Woopcock. No; I do not. I think the word forced is very 
properly used in this connection. 

Mr. Barry. It is hard for me to understand how someone puts their 
name to a document, a labor-management agreement, then after it is 
all signed and delivered, say they were forced to do something. __ 

Mr. Woovcockx. Labor-management documents contain things which 
are distasteful to the one side and the other. 
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Mr. Barry. I think to say distasteful is all right; to be forced is 
another matter. I think for ced is a wrong word, and I think it creates 
the wrong impression, and it would appear that the industry was 
against the retired people when I think industry basically over the 
years has set up many plans in behalf of retired people. Certainly 
part of the conservatism of people who are owners of industry is to 
protect the value of the dollar as in that way, they protect the very 

nsioner that you are speaking of here who has been forced to retire 
at a low or moderate level and cannot participate in what we consider 
as the dynamics of our economy. ; 

Chairman Dawson. Thank you very much, Mr. Woodcock. 

Mr. Woopcock. Thank you, Mr. Chairman. 

Chairman Dawson. Our next witness will be Congressman Wright 
Patman. He is the House author of the Employment Act of 1946. 

He was the first witness to appear before this committee when it 
opened hearings on the full employment bill back in 1945. 

Passage of the Full Employment Act has been one of the great ad- 
vancements in the art of democratic government. In fact, at the time 
this legislation was passed some people regarded it as novel even to the 
point of being radical. But the test of time seems to have proved it 
to be sound legislation with a sound purpose. ' 

In other words, in the Full Employment Act Congress framed a 
policy now declared in law that it shall be a function of Government 
to provide for the economic welfare of all the people of the country. 
Not regimentation of the people, no. But both freedom and a real 
economic opportunity, without which there is serious limitation of 
freedom. No longer are millions of unemployed a private matter, 
nor is it a matter which a particular administration in power can 
legally or morally ignore. _ 

Congressman Patman is vice chairman of the Joint Economic Com- 
mittee which was established as a result of the Employment Act of 
1946, and he alternates as chairman of that committee in every other 
Congress. 

So, being both author of the act and having had 12 years ex- 
perience as chairman and vice chairman of the committee which lives 
with this act, his expertness on its meaning and its effect cannot be 
surpassed. 

I wanted to tell you, Mr. Patman, we felt we should have your 
testimony, by all means, upon the matters affecting this act. 


STATEMENT OF HON. WRIGHT PATMAN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Parman. Thank you, Mr. Chairman. 
_ [learn something every day. I have learned a lot here this morn- 
ing. I have genuinely enjoyed your proceeding and I appreciate the 
courtesy of your committee. 

Chairman Dawson. Thank you. 

Mr. Parman. Your committee has a very fine reputation and it is 
a well deserved reputation. As you correctly suggested, the Em- 
loyment Act started with this committee in 1945. We were called 
ommunists and everything else when we proposed it. But when 
we got it through, the only change that had been made that seemed 
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to be of any importance was that “full employment” had been changed 
to “maximum employment.” But if there is any real difference in 
that, 1am unable to appreciate the difference. 

I have watched your proceedings with great interest and appreci- 
ation. Your committee having such a fine reputation in Con 
you always get what you want and you do not have any trouble with 
your bills. I know this is due to the fine leadership and stategmap. 
ship of the distinguished gentleman from Illinois, Mr. Dawson. 

I am glad to appear before your committee. I can put my state. 
ment in the record, just briefly summarizing it if you like me to, jp 
view of the lateness of the hour. . 

Chairman Dawson. Whichever way you may wish. 

(The statement submitted is as follows:) 


STATEMENT OF HON. WRIGHT PATMAN, A REPRESENTATIVE IN CONGRESS FRow TNE 
STATE OF TEXAS, AND VICE CHAIRMAN, JOINT ECONOMIC COMMITTEE 


Your invitation to appear this morning is greatly appreciated, Mr. Chairman. 
I welcome this opportunity to testify on the bills before your subcommittee pro- 
posing amendments to the Employment Act of 1946. 

Let me say at the outset that I have a very sympathetic understanding of 
the concern felt by the authors of these several bills. Each of them, in one 
manner or another, would incorporate in the Employment Act an explicit state. 
ment that stability in the general level of prices is one of the objectives of na- 
tional economic policy. 

Yet there has been no stage of policy discussion during the past 13 years 
when the importance of general price stability has not been recognized as 
requiring full consideration if the objectives of the Employment Act are to be 
achieved. During the recent past, greater emphasis could hardly have been 
placed on price stability than has been evident in the policies of the adminis. 
tration, the Federal Reserve and of the Congress itself. The danger, as I gee 
it, is that this amendment would lead to a further overemphasis on price stabil- 
ity and more of the wrong medicine administered in the hope of preventing 
inflation. Surely the greatly reduced rate of expansion of the economy since 
1955 and the persistence of high unemployment these past 18 months suggest 
that there has been too much of the wrong medicine already. The same con- 
cern which has led to these proposals to amend the Employment Act has also 
been strong enough to result in policies which make it amply clear to me that 
no amendment is called for. 

As to the proposals which would call upon the President to submit economic 
reports more frequently and in more quantitative terms, I believe that the 
present statutory language is sufficiently explicit. The presumption against 
amending the act is particularly strong, when the purpose is to secure the 
President’s observance of productions that are already so explicitly worded in 
the present law. 

There is another feature of H.R. 4870, the purpose of which I am in con- 
plete agreement. I doubt, however, whether the way to accomplish this pur- 
pose is through amendments to the Employment Act. I refer to the proposal 
that the President be required, in transmitting his economic program and rec- 
ommendations, shall include therein monetary and credit policies “to the same 
extent as all other policies affecting employment, production, and purchasing 
power.” 

The central issue here is not simply the President’s responsibility under the 
Employment Act. The issue is the role of the Federal Reserve System in the 
Government of the United States, and the President’s whole responsibility 
with respect to the Federal Reserve System. What is called for is a deep 
seated change in the attitudes that now prevail in the executive branch and in 
the Federal Reserve System. Perhaps this can be effectuated by legislation— 
I do not know. Such legislation would need, however, to be a good deal broader 
than an amendment to the Employment Act. Indeed, an amendment that Is 
limited to the scope of the Employment Act might be taken to mean that Con- 
gress is of the view that, prior to this amendment, the President has no duties 
and responsibilities for the Federal Reserve System, and that henceforth he 
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will have responsibilities only for those functions of the System which relate 
to the requirements of the Employment Act. 

In brief, the amendment tries to establish a presidential responsibility for 
the Federal Reserve System which is already plainly established by the Con- 
stitution. Yet the amendment would fall short of what the Constitution re- 
quires as to the scope of the President s$ responsibility for the System. 

The Constitution, in article x section 8, explicitly gives Congress the power 
to issue and regulate the value of money. This and other constitutional pro- 
yisions underlie the creation of the national banks and the establishment of 
the Federal Reserve System. The day-to-day exercise of the power to issue 
and regulate money has been entrusted by the Congress to the Federal Reserve 
System by the normal process of laws enacted and signed by the President. 
Nowhere has the President’s constitutional duty to “take care that the laws 
pe faithfully executed” been eliminated, nor could it be except by an amend- 
ment to the Constitution. 

It was certainly never the intention of Congress that the powers delegated 
to the Federal Reserve System would be exercised or controlled by the private 
commercial banks, or by groups or individuals selected by these banks. Yet 
these are the realities which face us. 

How to bring the Federal Reserve System back into the Government from 
which it has seceded, and how to cause the President to assume the constitu- 
tional duties he has chosen to relinquish, but is unauthorized to relinquish, 
I do not know. This is quite a puzzler. But I think an amendment to the 
Employment Act would compound the puzzle rather than solve it. 

The avenue to a practical solution to the problem, it seems to me, is to turn 
our attention to amendments to the Federal Reserve Act which would enlarge 
the Board of Governors of the System, redefine their duties and prescribe quali- 
fications which will assure the System a management which has a larger repre- 
sentation from nonbanker groups. For example, I have had pending for some 
time a bill which would enlarge the Board from 7 members, at present, to 12 
members, and transfer to this enlarged Board the powers and duties now 
exercised by the Open Market Committee. The Open Market Committee, which 
is the body that actually determines the credit policy of the United States, and 
the body which exercises the delegated powers of creating money and regulating 
the value of money, is now composed of 12 men. Seven of these are the Board 
members, when there are seven members in office and present, plus five members 
selected by representatives of the private banks, in a slightly indirect way. These 
5 members are selected from the 12 presidents of the Federal Reserve banks. 
These presidents are selected by the directors of the Reserve banks, and two- 
thirds of the directors of each Reserve bank are selected by the private banks. 

To illustrate what this means: If there should be a disagreement between 
the Board members and the bank presidents, one member of the Board siding 
with the bank presidents would produce a tie vote. And if two Board members 
agreed with the bank presidents, that would make the majority position. 

I believe that something along these lines—a reorganization of responsibilities 
to put control of the money power in the hands of public officials and lessen 
the banker control over this Government agency would solve the practical 
problems that have arisen. 

To summarize, I am in agreement with the purpose of these proposed amend- 
ments to the Employment Act, but I feel that these amendments would tend 
to defeat these purposes rather than to advance them. 


Mr. Parman. I know you have been sitting here a long time, and so 
I will be as brief as possible. 

I would not like to see the Employment Act amended so as to 
include price stability. The result would be confusing. I do not know 
of any one high up in Government who has seriously contended that 
the present act does not include price stability. Some claim there is 
a doubt about it. But, if we attempt to legislate on the point and fail, 
why it is possible that our failure would be construed to mean we 
do not consider that price stability should be an objective of the 
law, and the amendment could very well fail to pass because many 
Members, including myself, feel that passing such an amendment in 
the present setting would lead to more overemphasis on inflation and 
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more of the same bad medicine which has been used in these last few 
years in the name of fighting inflation. 

Another reason is that the Joint Economic Committee, of which 
Mr. Reuss is a very important member, is now having hearings on 
questions that will involve this particular amendment. P ossibly by 
the time the hearings are over that rte will have some reent 
mendations to make along this line. I do not know, but at least we 
will be in a better position to intelligently evaluate the proposal than 
we are now. 

Now, on the Federal Reserve proposal I commend the distinguished 
gentleman from Wisconsin for the suggestion that the Federal Re. 
serve should not be independent of the “President, independent of the 
Government. Anything that could be done to bring the Federal Re. 
serve back into the Government would be good, but I doubt if this ac 
is the place for it to be done. A broader question is involved. It 
involves the Constitution. 

The Constitution says very clearly that the President shall take care 
that the laws are enforced. 

Mr. Fasceti. Faithfully executed. 

Mr. Parman. “Faithfully executed” is the exact phrase; yes. 

And you could not write much stronger or clearer langu: age than 
that if you were rewriting the Constitution. 

Now, the Federal Reserve Act is a law, just like any other lav, 
There is nothing in the proceedings leading up to the passage of the 
act that would indicate th at it was to have a different status from any 
other law. When a bill is passed by both Houses of Congress and 
signed by the President it becomes a law. And that was the case here, 
Now, for the President to say that this law is exempt from the Con- 
stitution, and that he is excused from the requirement that the Presi- 
dent shall take care that the laws be faithfully executed—I think heis 
clearly wrong. 

Yet, I doubt the wisdom of using this legislation as a method of 
bringing this to his attention. 

On the other hand, I am certainly in accord with what Mr. Reuss 
has in mind—that the President should recognize that he has some 
responsibility in connection with the F ederal Reserve System. I 
think it is outrageous that the Federal Reserve would try to set itself 
off as a fourth branch of the Government. 

Chairman Dawson. That is the question I was about to ask— 

Mr. Parman. Asa fourth branch of the Government. 

Chairman Dawson. What branch of the Government do you believe 
they belong to? 

Mr. Parman. I know it is said to be an agent of C ongress, because 
the Constitution is specific about the power ‘of C ongress to issue and 

regulate the value of money. The Congress could not do these things, 
literally, so it delegated this function, with certain limitations, to the 
Federal Reserve. 

Now, as to their judicial functions, I do not think the President can 
properly intervene; their decisions are properly subject to review only 
by the courts. 

But in all of their other functions the President has the final 
responsibility to see that they faithfully execute the law. 
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I can tell you what I believe caused this secession from the Govern- 
ment, if you are interested in the history of it. I will make it short. 
The Federal Reserve had for some time resented the fixed interest 
rates. During the war interest rates were kept under control, despite 
the fact that in wartime such things had previously gotten out of con- 
trol. Incidentally, We are now paying several times the interest rates 
we paid during the war period, when it was most difficult to keep 
interest rates down. ; ’ 

Well, the banking fraternity did not like the fixed rate; they 
wanted more what they call “flexibility” in interest rates. Mr. Eccles, 
then Chairman of the Federal Reserve Board, a fine public-spirited 
person, apparently became persuaded that the short-term rate should 
be flexible. My impression is that because he permitted the 
short-term rates to be broken and to go up—that was the reason Mr. 
Truman did not reappoint him Chairman of the Federal Reserve 
Board. 

Of course, Mr. Eccles was very much surprised that he was not 
reappointed. But I do not think there is any doubt about it—Mr. 
Truman did not want those rates broken. On the other hand, after 
Mr. McCabe, who was a member of the opposite party, was ap- 
ointed Chairman, it turned out that he wanted to get the ceiling 
ceahiie on the 214 percent bond rate, too. The Federal Reserve Board 
at that time wanted it. At that time Mr. Truman’s popularity line 
had gone down some, as all Presidents have their popularity lines 
go down, and it was at a low point about the last of February 1951. 
I think the Federal Reserve seized upon that opportunity, when they 
felt they could get’ by with it, to declare their independence from the 
Executive. The break was reached formally with the so-called “ac- 
cord” worked out with the ‘Treasury in March 1951, which many peo- 
ple, including the President, seemed to think meant that the Federal 
Reserve would vary interest rates within limits but not go off on its 
own completely independent of the Government. 

Mr. McCabe resigned right after the “accord,” and Mr. Martin was 
appointed. Mr. Truman believed, I think, that Mr, Martin, as Chair- 
man of the Board, would hold the line at 214 percent on the bond rate. 
I think he selected Mr. Martin—I cannot quote Mr. Truman or say 
what was in his mind—but I feel sure he expected Mr. Martin to 
hold that line at 214 percent, and I think if he were asked he would 
say so. But Mr. Martin did not hold the 214 percent rate, and I 
thmk Mr. Truman was greatly disappointed. 

So the Federal Reserve by reason of that “accord” seceded from the 
Government, and President Eisenhower has given now his blessings 
to that secession. It now declares itself completely independent of 
the Government. 

Chairman Dawson. That is the question 

Mr. Parman. They seceded from the Government. 

Mr. Barry. You would agree that there had been several differ- 
ences over the years between the Federal Reserve and the executive 
branch of the Government leading up to that, would you not? Iam 
thinking now in particular of 1938, the Federal Deposit Insurance 
Corporation at that time chaired by Leo Crowley-—— 

Mr. Parman. Yes, sir, I knew him very well. 
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Mr. Barry. He made a statement to the bankers to be “more egp. 
servative in their lending policies.” 

That presumably had the backing of President Roosevelt when hg 
made that statement. Then Mr. Roosevelt took a trip down into the 
Caribbean and while he was there the Chairman of the Federal] Re. 
serve bank, I think Mr. Ickes—— 

Mr. Parman. No, Mr. Eccles was chairman at that time. 

Mr. Barry. Well, Mr. Eccles made a statement that the bank should 
liberalize their loaning policies. In other words, you had two op. 
flicting statements, one coming from the Federal Reserve bank anq 
the other one coming from the executive of another department of 
Government, all within the matter of a fortnight. 

Mr. Parman. That is happening right now. 

Mr. Barry. I remember a financial editorial, in fact, I happened to 
write the editorial in the New York Herald Tribune in 1938 and that 
is how I recall the incident rather vividly, about the financial incon. 
sistency that did exist. 

So, | would concur with you that there has been this battle, but 
think it antedates 1949. 

Mr. Parman. But the Executive always won. 

Mr. Barry. He may have. [Laughter. ] 

Chairman Dawson. When they speak of the independence of the 
Federal Reserve Board, they are speaking of the independence of 
the executive department, are they ? 

Mr. Parman. I think their actions would justify the conclusion 
that they claim independence from all parts of the Government, 

They have defied committees of Congress, I know that. They 
were before the Banking and Currency Committee 1 day during 
the 80th Congress, and as a member of that committee I asked Mr. 
Martin to bring up to the committee their audit reports—the only 
audits that have been made by the Federal Reserve itself. 

Chairman Dawson. Do you think we should audit them ? 

Mr. Parman. I think you should. I think it is Congress’ duty to 
do it. 

Chairman Dawson. I have noticed the chart showing the makeup 
of the executive departments by the corresponding committee in the 
Senate. Formerly they carried the Federal Reserve in that chart, 
They left it out this time. I was looking it over yesterday, and I 

valled up the staff director over there to explain to me why they left it 
out. He said he thinks it should be in. But he also expressed a belief 
that there should not be that independence which they seem to be 
claiming for themselves at this time. 

But that is not he purpose of his bill. 

Mr. Parman. Well, it is important here, though. 

Chairman Dawson. I think this discussion should be off the record. 

(Further discussion was off the record.) 

Mr. Fascetx. I do not know whether you have had an opportunity 
to see this letter from the Board of Governors of the Federal Reserve 
System. 

Mr. Parman. No; I have not. 

Mr. Fascext. I would like to have your comments on this quote. It 
comes from C. C. Balderston, vice chairman. Here is what he says: 


Furthermore, any procedure for advance recommendations on monetary and 
credit policy, such as proposed in this bill, would run the risk of stimulating 
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ulative tendencies in the use of bank credit. It would of necessity reveal 
ral Reserve’s own views with respect to prospective monetary policy. 
he Tots lso foster speculative tendencies in the securities markets generally 
It Sanh especially in the Government securities market. The danger of 
alee and destabilizing consequences could be substantial, whether the 
presidential recommendations were interpreted as inflationary or deflationary in 
ir potential effects. In this connection, it should be noted that the Federal 
ie Act requires the System to keep the use of bank credit for speculation 
gnder close and constant surveillance. 

[ would like to have your comments on that paragraph. 

Mr. Parman. I should be very glad to comment. Bw 

The inside speculators now know; only the Congress is In ignorance. 
This would give the Congress a little light. lhey have pet security 
dealers in New York—16 of them. They run everything through 
these pet dealers. These dealers have never been audited. They ought 
to be audited along with the F ederal Reserve. I think the Fed is 
clearly wrong about this, because this would give the Congress a little 
information that the Congress needs. of 

Now, there is no regulation of the Government securities market. 
When our Government debt was low, this was not important. But, 
when the Government debt is $285 billion, and billions in Government 
securities are traded every month over the counter—I think it is better 
described as under the counter—then there should be some regulation. 
There is regulation of the stock exchanges, regulation of the curb, 
regulation of the commodity markets, even in onions and asparagus. 
Yet there is no regulation of the U.S. securities market. 

Mr. Fasceti. In other words, you can speculate all you want to as 
long as you know what to do and have inside information. 

Mr. Parman. That is right and the insiders know. 

Mr. Fasceiy. Isn’t the Debt Management Advisory Committee of 
the A.B.A. to the Treasury composed of those persons who are among 
the prime buyers of Government securities ? 

Mr. Parman. Yes, 

Mr. Fasceti. And they advise the Secretary of the Treasury of the 
amount of the issue, the time of the issue, the interest rate and then 
they end up buying it. And since they made the recommendation 
they know quite well what action will generally be taken. 

Mr. Parman. Of course, they are asked to advise the Secretary how 
much the Government should pay for its own money. 

Mr. Barry. Mr. Patman, don’t you feel that, if you make this 
totally within the executive department 

Mr. Parman. I would not say “totally.” 

Mr. Barry. Not necessarily totally, but you said responsible. 

Mr. Parman. No, responsive. 

Mr. Barry. Responsive then. 

Chairman Dawson. That is a good question, do they respond ? 

_ Mr. Barry. That these bankers and so on would have access to this 
information, because as you say, or Mr. Fascell intimated, their ad- 
visory committees and so on meet with the Secretary and give him 
advance recommendations. Whereas the advantage in maintaining 
Separate powers is that they can go ahead and advise the Treasury 
all they want—but the Federal Reserve can act independently on 
their own. And they can do, not necessarily what may be in the 
best interests of the financial community, but what is in the best 
Interest of the Nation. 


39741—59——13 
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Mr. Parman. No. I think that is rather naive. 

Mr. Barry. Let me say this, there is certainly a violent rege 
every time the Federal Reserve acts and that reaction is not eq 
by amateurs. It is caused the next day by the bankers who are m 
vering accordingly with regard to their own position. 

They cut down their loan policy, they call loans, they raise inte. 
est rates; they sell securities on the market and there is quite ap Up- 
heaval when there is a change in the Federal Reserve policy. And] 


tion 
used 
aney- 


think that there should be some statement brought into the recon | 


here of the fine quality of leadership that the Federal Reserve hg; 
had over the years, and some recognition of the fiduciary relationship 
that the Fed has maintained with regard to the people of the Ng. 
tion. I think this has been amply reflected insofar as leakage ig cop. 
cerned, because I think there has been the utmost of precaution ty 
maintain integrity, and if anyone has outguessed them, why they 
perhaps are just a little bit smarter. But I do not believe anyon 


gets any advance information from the Fed as to what is going ty | 


happen with regard to these factors that encourage speculators tg 
trade on information. 

Mr. Parman. I am glad you are able to reassure us about that, 
You know the Federal Reserve Board does not buy and sell Goven. 
ment bonds. 

Mr. Barry. Yes, they do not—in New York—— 


» e —~ | 
Mr. Parman. They are bought and sold in the Federal Reserve 


Bank of New York, which is not run by the Federal Reserve Board, 
but by the Federal Reserve Bank of New York, two-thirds of whose 
directors are selected by the private banks. And you think the private 
bankers do not know what is going on? 

Mr. Barry. Well, if they know what is going on, as a Board, and 
make a decision as to policy whether to go into the market, it is known 
the next day when they go in, because as you know, there are only a 
handful of companies who buy and sell. 

Mr. Parman. There are 16 dealers; they are the pets, the favorites, 

Mr. Barry. So it is known the next day what decision they make, 
because they reach into the markets. It is such a factor that they 
very quickly accumulate or throw a lot on the market. 

Mr. Parman. Right. 

Mr. Barry. So it is picked up, the scent is picked up and if they 
know it a day sooner, I cannot see that is a factor. I do not think 
these men are that kind of men. 

Mr. Parman. There are about 208 people who know pretty well what 
the policy decisions are. 

Chairman Dawson. Mr. Fascell. 

Mr. Fascetu. I wanted to get back to this statement, Mr. Balder- 
ston’s and he goes on and says: 

Congress has heretofore entrusted to the Federal Reserve System responsibility 
for decisions in the area of monetary and credit policy. A separate mandate 
from the Congress to the Executive, as contained in this bill, to make recom- 
mendations in this area and to report to the Congress differences between hin 
and the Federal Reserve would jeopardize the ability of the system as an agent 


of Congress, to perform its duties and responsibilities in an independent, objec 
tive, nonpartisan, and impartial manner. 


I fail to see just from this statement what he is talking about. 
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Mr. PATMAN. Well, I guess he does not want the Congress to know 
anything about what they are doing. 

Mr. Fascett. I do not see how the words— 
the President taking a position on the monetary and credit policy of the country 
would affect the ability of the Federal Reserve System to operate. 

Mr. Parman. He says here— 
to perform its duties and responsibilities in an independent, objective, non- 
partisan, and impartial manner. 

There is no independence there. 

Mr, Fasceti. He says “as an agent of Congress.” 

Mr. Parman. I know, of course, they are agents of Congress. 

Mr. Fascetn. This is a little different, though. 

Mr. Parman. I know, Congress has the money power under the 
Constitution; but that does not take away from the President the 
power or the responsibility to see that the laws be faithfully executed. 

Mr. Fascety. I agree with you on that. The two have to be com- 
atible in some way, either that or we are going to have to change the 
Constitution or the law. 

Mr. Parman. That is right. 

Mr. Fascett. In other words, specifically what I am asking you 
is; Can you see anything with respect to the language in the legisla- 
tio which would do what Balderston says it would do, that is, make 
it impossible for the Federal Reserve System or jeopardize their abil- 
ity to operate ? 

Mr. Parman. I do not agree with him on that at all; but I do not 
know how to solve the problem legislatively. 

Chairman Dawson. You would be for the legislation if we strike 
out section 2, I take it ? 

Mr, Parman. I have not directed my remarks to section 2 of the 
bill. 

Mr. Fascern. No. What he was talking about is he did not think 
that subsection (d) should be in this bill at all, which deals with the 
Federal Reserve. 

Mr. Parman. Yes. 

Mr. Fascetxt. In other words, you think it ought to be handled 
someplace else and not here. 

Mr. Parman. I do not know about that. But I think the Employ- 
ment Act is not the place to handle it. 

Mr. Barry. I concur with you in that. 

Mr. Fascetzt. This revision or this proposed legislation—I cannot 
read it now as part of the law; I do not see it. 

The only difference as I understand it, is this, correct, Mr. Reuss— 
on line 4, starting on line 4 on page 2 of the revision 

Mr. Reuss. That is the only change that has been made during 
these hearings, yes, sir, if that is your question. 

Mr. Henperson. You mean with regard to the Federal Reserve 
Board in section 1? 

Mr, Reuss. Yes. 

_Mr. Henverson. Section 2 has been changed to eliminate the Coun- 
cil of Economic Advisers. 

Mr. Reuss. Yes. 


Mr, Fascetz. Just limiting my discussion to this Federal Reserve 





| question because as I understand it, the proposed legislation specifi- 
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cally provides that when there is a disagreement by the Board on th 
monetary and credit policy of the President that such disagreemen 
shall be noted by the President in his report. Is that the intent? 

Mr. Reuss. That is exactly right. 

Mr. Fascett. Right. Now, as I understand it, you state first, Mp 
Patman, that this would not affect in any way the operation of the 
Federal Reserve Board. 

Mr. Parman. I don’t think so, no. 

Mr. Fascett. But you do feel that the Employment Act is not the 
place to deal with this problem ? 

Mr. Parman. I doubt that it is the place to deal with it. 

Mr. Smirn. I wonder if Mr. Patman wasn’t looking at section 9 
originally when he referred to the act, the Federal Reserve Board pro. 
visions and that has been changed. 

Mr. Parman. I think the original one is what I looked at, but in any 
case I doubt that we should try to deal with this problem in this par. 
ticular act. I think we should deal with it more firmly and effectively, 

Mr. Smirn. Do you think there is the necessity for some law, Mr. 
Patman, to direct the President, or whatever you want to say, to re. 
gard the Federal Reserve Board as a separate agency, or are you saying 
the law is already clear? 

Mr. Parman. A resolution on that would be in order. Of course, 
if it failed, why that would put usin bad shape. The strength of the 
Federal Reserve’s argument for its independence is the fact that it 
gets its monetary powers from Congress. So if Congress considered 
a resolution and failed to pass it, that would tend to support their 
argument. If they can stop things, why, it is a victory. 

Mr. Fascetx. I want to ask Mr. Reuss a question if we are through 
with Mr. Patman. 

Chairman Dawson. Are youthrough? 

Mr. Barry. I would like you to clarify what you meant by “it isa 
victory.” 

Mr. Parman. Well you see, if we attempted to pass a resolution here 
and the opposition could delay it in the Rules Committee and Con 
adjourned with nothing done, why, it would be a victory for the Fed 
eral Reserve, as it would seem to affirm that Congress supports their 
notions of independence. I think that on a clear-cut vote however, 
Congress would be against them. 

Mr. Barry. Didn't you say they were set up by law and by virtue 
of the fact that that law did exist that they are independent insofar 
as that law states? 

Mr. Parman. No; the statute doesn’t use the word “independent.” 

Mr. Barry. Are they subject to committees of Congress? 

Mr. Parman. Certainly they are, but they have never had to file 
an audit report. They never make recommendations now in their 
annual reports as they used to, as to what would be in the public in- 
terest as to changes in bank laws. 

Mr. Barry. Has there been any request for such a change? _. 

Mr. Parman. They have recommended changes to the Banking 


Committees; yes. For example, I testified this morning before the | 


Brown subcommittee of the Banking Committee on some legislation 
they have recommended. They are trying to deliver to the private 
commercial banks about $20 billion of the securities that they now 
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have—just turn these securities over to private commercial banks with- 
out charge. That is one change they have recommended. They are 
recommending things like that which I think are clearly against the 
public interest. ; we 

Mr. Barry. There is a problem today in financing our Government. 

Mr. Parman. I don’t see any problem in it. And as for creating 
more money to finance the debt, the Federal Reserve can finance it 
just as well as they can furnish the money to private banks to finance 
a Chairman, with your permission, I will correct my remarks 
and deliver them to the clerk. 

Chairman Dawson. All right. 

Mr. Parman. Thank you very much. 

Chairman Dawson. You want to ask Mr. Reuss a question ? 

Mr. Fascetu. Mr. Reuss, there is nothing in the revised proposal in 
subsection (d) that deals with prospective monetary policy of the 
Federal Reserve System ; is there / 

Mr. Reuss. Yes. 

Mr. Fascett. Where is that? 

Mr. Reuss. Subsection (d) says that the provisions of the Employ- 
ment Act of 1946 for a review of the past and for a program and rec- 
ommendation is for the future. 

Mr. Fascetx. Of what, though? I mean we are really relating 
now to something that is already in the law. 

Mr. Reuss. Yes. And the law says that every January 20 the 
President and the Council of Economic Advisers shall present to the 
Congress a program for the coming year and recommendations for 
specific legislation. 

Mr. Fascern. Agreed. But the law does not specifically state that 
the prospective policy of the year which would be in that report of 
the Federal Reserve System must be specifically set forth. Do you 
follow me? And your bill, all your bill says is that the only time you 
need to set forth anything about Federal Reserve is when there is a 
disagreement. Therefore, what I am getting at is since you do not 
publicize in the President’s annual report or in any supplemental re- 
port the prospective monetary policy of the Federal Reserve System, 
all of the arguments that have been raised in opposition have no 
validity. 

Mr. Reuss. Not quite, because section (d) does envisage that the 
President and the Council of Economic Advisers in its January report 
for the upcoming year would make recommendations concerning all 
aspects af deuhoginent., production and purchasing power, including, 
where relevant, the monetary and credit policies, whether or not the 
Federal Reserve agreed or disagreed with it. 

Mr. Fascetn. I understand that. But how would the publication 
of that policy prospective by the President be construed as the policy 
prospectively of the Federal Reserve System, if any ? 

Mr. Reuss. It would in no way be, because under this bill the Fed- 
eral Reserve System could completely thumb its nose at this policy, 
and say, “Sorry, you say easy money, we say tight money.” 

Mr, Fascett. Exactly. To get back to my original proposition 
that the objections of the Federal Reserve to policies have no particu- 
lar validity because the only time there is any disclosure as to what 
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their position is when there is a disagreement, and the pro sal 
doesn’t even go so far as to state that you must specifically deine 
what the disagreement is. 

Mr. Reuss. With most of what you said, I completely agree thy 
the Federal Reserve’s objection to this is invalid. However, if the 
Federal Reserve does disagree with the President’s program anq 
recommendations, it, under this bill, would have to state that it does 
disagree and give a statement of its reasons. However, it then 
can go its own way. It isn’t bound by the President’s recommenda, 
tion. 

Mr. Fascetu. Well, I understand that, and it says “together with, 
statement from the Board of its reasons.” But we get back nov ty 
this same question which I asked one of the other witnesses and tha 
is this, that the Board could disagree with any position and gir 
some good reasons for it. This does not, per se, mean that they Sup. 
port the conversion of the proposition. 

Mr. Reuss. Exactly so. 

Mr. Fascetu. There is nothing affirmative about it, in other words 
Mr. Reuss. They do not have to state what it is they are going ty 
do. 

Mr. Fascetx. I reiterate, the Board of Governors’ objections to the 
legislation would appear to have no validity because, there is no dis. 
closure of what the Board of Governors’ prospective policy is, what 
it was, or what it’s going to be. 

Mr. Reuss. You are completely right. 

Mr. Chairman, in connection with that, if I could take just half g 
minute. 

Chairman Dawson. Surely. 


R 


| 
i 


Mr. Reuss. To delineate some observations on the April 1 letter of | 


the Board of Governors of the Federal Reserve System. At the 
bottom of the first page they talk about their objections to the proposal 


of H.R. 4870, which would require the President to state quantitative | 


goals. Well, they do a lot of talking in their letter about how eeo- 
nomic forecasting continues to be more of an art. than a science, 
Actually, however, what the bill, H.R. 4870, asks is that the President 
state goals and no economie forecasting is needed for the President 
to say, for example, that in the upcoming year we need 69 million 
jobs in this country, trends indicate that we we are only going to have 
67 million if we do nothing about it, and here is my program—— 

Mr. Fasce.u. The trend is an art, but the specific figure is a science, 

Mr. Reuss. Yes. s 

Secondly, on page 2 of their letter, the second paragraph from the 
bottom, in the middle of that paragraph, it says: 

In fact, every Economic Report submitted to date has included a discussion 
both of past monetary and credit developments and also of the actions taken 
by the monetary authorities. The Board therefore questions the need for this 
change in the law. 

The change in the law we are talking about there is this one re 
quiring a statement of monetary and credit policies. It is a complete 
non sequitur because the economic report has included a discussion of 
what has happened in the past. What bill H.R. 4870 wants is a state 
ment from the President about the broad outlines at least of the 
monetary policies for the future. 
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Mr. Fascett. I don’t see how the Board can object to that. 

Mr. Revss. They do, however. | 

At the bottom of page 2 of the Federal Reserve's letter is some 
talk about monetary and credit policy being so very flexible. There- 
fore, it would be all wrong to include in this a Presidential program 
and recommendations. Sei 

Now, it isn’t suggested by this bill for one moment that the Presi- 
dent start telling the Federal Reserve just when and how much they 
should raise the rediscount rate, or the details of their open market 
operations, or the details of their reserve requirements. What is 
intended, and this is set forth in Senator Clark’s and my testimony at 
reat length, is that the President should sketch out the commanding 
heights of monetary policy; should, for example, there be direct con- 
trols over consumer credit in a period of inflation, should there be 
new legislation extending controls over the so-called intermediaries, 
the nonbanking institutions? All of these things are in a complete 
vacuum today. 

Mr. Smirn. Would you include the Government supporting the 
Government bond market ? 

Mr. Reuss. Yes, it seems to me this is sufficiently a commanding 
height that I think it would be good for the. President to address 
himself to that proposition and fish or cut bait on it, and then the 
Federal Reserve, if it doesn’t choose to obey his voice, can file its 
reasons for it and pursue its independent course. 

Mr. Fasceii. This report certainly has all kinds of flexibility in it. 
It is inherent. 

Mr. Reuss. Surely. 

Mr. Fasceti. If the President were to fix a monetary policy in 
January, and February came along with substantially changed con- 
ditions and caused him to change his policy, he can change his mind 
and so report the fact in a supplementary report. 

Mr. Revss. In fact, as Dr. Colm pointed out a drastic thing hap- 
pened between the report of January 1958, and a few months later 
when it appeared we were in a serious recession, and yet Congress 
wasn’t told of this by the President. We had to read it in the 
papers. 

his bill would urge the President to use the powers he has been 
given. 

Mr. Chairman, I deeply appreciate the wonderful attention that 
has been given to it. 

Chairman Dawson. Thank you very much. 

letters from the Committee on Economic Development and the 
Textile Workers will be inserted in the record at this point. 

(The matter referred to is as follows :) 


COMMITTEE FOR EcoNOMIC DEVELOPMENT, 
Washington, D.C., April 9, 1959. 
Hon. Witt1am L. Dawson, 
Chairman, Executive and Legislative Reorganization Subcommittee of the Com- 


mittee on Government Operations, House Office Building A nnex, Washington, 
D.C. 


Deak ConGRESSMAN Dawson: In response to your letter of April 3, 1959, I 
submit herewith, on behalf of the research and policy committee of the Committee 
for Economic Development, a statement of views on proposals for amending 
the Employment Act of 1946, now under consideration in your committee. 

Sincerely yours, 


T. V. Houser. 
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STATEMENT OF T. V. HOUSER, CHAIRMAN, RESEARCH AND POLICY Comming 
COMMITTEE FOR ECONOMIC DEVELOPMENT 


I am pleased to respond to the invitation of the Committee on Goye 
Operations to comment on proposals now pending to amend the Employer; 
Act of 1946. The research and policy committee of CED was one of the early 
advocates of improved machinery for the formulation of economic Policy jy 
both the executive and legislative branches of the Federal Government. We 
welcomed the creation of the Council of Economic Advisers and the Joint Er. 
nomic Committee by the Employment Act of 1946 as useful steps in this diree. 
tion. Because we regard the act as important we believe that any PLOPOsa! 
to amend it should be considered most carefully. 

The proposals upon which I have been asked to comment contain three 
main features: 

1. Explicit recognition of reasonable stability of the general level of Prices 
as an objective of national policy or as a condition within which achievemen: 
of other objectives should be sought. In one phrasing or another, this jd 
is incorporated in H.R. 2772, H.R. 4870, and H.R. 5658. 

2. Creation of a duty and function on the part of the Council of Econon; 
Advisers to hold public hearings on proposed price increases and related Wage 
increases in order to bring an informed public opinion to bear upon “price and 
wage increases which threaten economic stability.” 

3. More precise specifications of the information to be included by the Preg. 
dent in his Annual Economic Report. I shall not discuss this feature of th 
legislation since we have not studied its possible implications. 


PRICE STABILITY IN THE EMPLOYMENT ACT 


The Employment Act of 1946 contains the following declaration of policy; 

“Sec. 2. The Congress hereby declares that it is the continuing policy anj 
responsibility of the Federal Government to use all practicable means consistent 
with its needs and obligations and other essential considerations of nationg) 
policy, with the assistance and cooperation of industry, agriculture, labor, ani 
State and local governments, to coordinate and utilize all its plans, functions 
and resources for the purpose of creating and maintaining, in a manner calc. 
lated to foster and promote free competitive enterprise and the general welfare. 
conditions under which there will be afforded useful employment opportunities, 
including self-employment, for those able, willing, and seeking to work, and to 
promote maximum employment, production, and purchasing power.” 

The reason for stating in a formal way the Government’s policy and objective 
with respect to the general level of prices is basically simple. The business of 
this country is done in terms of dollars. Every family has some money issued 
by or with the authorization of the Government and the quantity of this money 
is expressed in dollars. Millions of Americans own Government dollar bonds 
directly and millions more own them indirectly through savings institutions 
Other millions of Americans are receiving Government pensions or social s¢ 
curity bénefits or are accumulating rights in future benefits—all stated in 
dollars. And, of course, there is an even larger volume of private assets, obliga- 
tions and transactions, affecting practically everyone—stated in dollars. 

The Federal Government inevitably has a great influence upon the general 
price level and therefore upon the value of these dollars that people are holding 
and with which they are doing business. The Government is, and cannot escape 
being, the major influence upon the supply of money. The Government must 
make decisions about a huge budget and must manage a large debt. So long 
as it carries on these activities the Government cannot refrain from having a 
effect upon the price level and the value of the dollar. 

The people are entitled to know what the Government’s policies and intentions 
are with respect to the price level in the discharge of those Government functions 
that inevitably affect the price level. And the Government has an obligation t 
tell them, as a simple matter of honesty. To allow the public to think the policy 
is something other than it really is, or simply to keep the policy dark, amounts 
to fooling the people. This is no way to run a democratic society. It creates 
additional, unnecessary uncertainties in a world already sufficiently uncertail. 
It is inequitable as between those who guess correctly on the Governments 
intentions and those who guess wrong—or who, guessing correctly, are unable 
to make a bet on their guess. 
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There is, 1 think, a fairly general—although far from universal—assumption 
pout what the Government’s price level policy is. _The assumption is that the 
Government intends so to behave as to keep the price level stable. This is not 

ly the most natural assumption to make. It is also the expectation generated 
be y atements of responsible public officials. And the language of the Employ- 
ps at Act relating to “maximum purchasing power” has been sometimes inter- 
pas ted as including by implication the objective of stable prices. 
P Nevertheless the present situation is, in my opinion, unsatisfactory and uncer- 
tain. There are widespread and growing doubts about what the policy of the 
Government really is or will be. These doubts affect not only the public but 
also persons in the Government responsible for making and executing policy. 
They were provoked by recent inflationary experience and intensified by the tenor 
of much public discussion on the possibility or desirability of controlling inflation. 
The interpretation of the term “maximum purchasing power” now in the Employ- 
ment Act as including price level stability is strained and probably finds little 
support in the legislative history. Moreover, the President has now asked Con- 
gress to incorporate price level stability in the Employment Act explicitly as an 
objective of national policy, which implies that he does not regard it as now 
contained in the act. L a 

The foregoing discussion only argues for an explicit statement of what the 
national policy objective for the price level is. What the objective should be and 
how it should be stated are separate questions. : 

For example, there are people who think that stability of the price level is 
incompatible with maximum employment and other objectives of the Employment 
Act. They believe that a “little” inflation, a “creeping” inflation, will make maxi- 
mum employment possible and should be accepted as the necessary price, This 
view, which I do not myself share, is not inconsistent with specifying a price 
level objective in the Employment Act, although it is inconsistent with specifying 
a stable price level objective. Persons who hold this position might propose 
that the Employment Act be amended to incorporate a 2 or 3 percent annual 
inerease in the price level as an objective of national policy. This would at least 
have the advantage of being honest with the American people. The public would 
be on notice and would make such adjustments as it could to the policy. These 
adjustments would be painful, difficult, uneven and, in the end, vain. But they 
would be preferable to adopting the “creeping inflation” policy inadvertently or 
surreptitiously. 

Of course, one has only to mention such a possibility to realize that the Gov- 
ernment could not conceivably announce a policy of creeping inflation. It would 
do tremendous violence to public expectations and national institutions. As a 
practical matter, the only objective the Government can openly and candidly 
adopt is stability of the price level. I believe it should specify this objective 
in the Employment Act and be guided by this objective in its actions. This is 
the position taken last year by CED’s Research and Policy Committee in a state- 
ment entitled ‘Defense Against Inflation.” 


CONTROL OF PARTICULAR PRICES AND WAGES 


H.R. 4870 would add to the list of duties and functions of the Council of 
Economie Advisers the following: 

“To hold public hearings concerning (a) price increases, proposed in indus- 
tries where most of the output is produced by relatively few firms, which in- 
creases appear to threaten economic stability, and (b) wage increases where the 
firm proposing such price increases declares such wage increases to be a cause 
of the price increases; to issue factual summaries of such hearing; and, where 
the Council deems it advisable, to issue advisory statements.” 

The purpose of this section, as stated in the preamble to the bill is “to bring 
to bear an informed public opinion upon price and wage increases which threaten 
economie stability.” 

I can see the superficial attractiveness of this proposal. It holds out the 
promise of price and wage restraint in the interests of economic stability with- 
out price and wage control. Congress is not required to determine which busi- 
nesses or labor unions are to be subjected to the restraint. It does not have to 
specify any standards for determining which price or wage increases threaten 
economic stability or what prices or wages would be proper. There are no legal 
sanctions; no one is threatened with fine or imprisonment. No enforcement 
machinery and no large bureaucracy is required, 
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I believe, however, that this view of the matter is a dangerous delusion. The 
central question is whether the proposed operation is price and wage contro} or 
not. If it is price and wage control we are all agreed that we do not want it 
As the author of the bill has said, in testimony before this committee: “] fee] 
very keenly that controls in the sense of price controls and wage controls and 
rationing are most undesirable except in wartime and even there if we properly 
handle the demand side, they may not be necessary.” 

In my opinion the duty and function proposed to be assigned to the Counei] of 
Economic Advisers is the operation of price and wage controls. Itisa Govern- 
ment action to bring about by the application of a force different prices or Wage 
rates in specific cases than would result from private action in the market, 
The force in this proposal is public opinion. I have no doubt that public opinion 
is a force. And the whole rationale of the bill is that public opinion is g force 
which can be mobilized to alter price and wage behavior. If the price and wage 
behavior is not altered the proposal is unnecessary. The Council of Economie 
Advisers already has ample authority to make such studies as are necessary for 
the discharge of its present legal responsibilities. 

The difference between what is now proposed and what we did in wartime 
is that the present proposal is price and wage control without due process, Ip 
wartime we had a law about prices and wages. It specified who was subject to 
the controls. It specified standards by which the controls were to be applied, 
It required due notice of the institution of regulations. It specified certain 
limited penalties for violation. It required that violations be determined in 
judicial process and provided the accused with access to judicial review, 

The present proposal abandons all of these safeguards. A large part of the 
economy is to be subject to vague restraint without any legal standards requiring 
reasonableness, equal treatment, or due process. Who is subject to the proposal? 
The answer is, “Industries where most of the output is produced by relatively 
few firms’’—neither “most” nor “relatively few” being specified. They are subject 
to the public hearings if they propose price increases which “appear to threaten 
economic stability.” Presumably all price increases do not fall in this category, 
But no standards are provided for determining which price increases appear to 
threaten economic stability and which do not. Is the Council to hold hearings 
on all proposed price increases which appear to threaten economic stability or 
only on some, and if some how are they to be selected? What are the hearings 
about? Are they limited to the threat to economic stability or are other consid- 
erations, such as equity and efficiency relevant? What evidence may be presented 
and by whom? How is equal access to the ultimate arbiter, public opinion, to be 
assured? 

At the end of the unprincipled process, public opinion, possibly assisted by an 
advisory opinion from the Executive Office of the President, will render and en- 
force a verdict. There may be some businesses and labor unions able, for one 
reason or another, so to influence public opinion as to bring about a verdict fay- 
orable to themselves. There may be others so situated as to be able to disregard 
public opinion. These facts do not alleviate the evil but compound it, for they 
make the application of the control even more uneven and discriminatory. 

A basic reason for the general rejection of price and wage control, of the war- 
time variety, is our inability to specify widely applicable standards for the be- 
havior of particular prices or wage rates that would be superior to the behavior 
resulting from market forces. This fundamental difficulty is not resolved by 
referring it to public opinion. If the Congress cannot set and apply these stand- 
ards, and if no expert agency in the executive branch would be qualified to do so, 
it is fanciful to expect superior results from public opinion. However great may 
be the efforts to educate the public, it must necessarily be less informed on these 
complex, technical, and subtle matters than almost any other body to which 
the problem might be referred. 

I have not taken the space here to argue the case against peacetime use of price 
and wage controls of the wartime variety. I assume that this is well understood. 
It has been set forth many times in statements of CED’s Research and Policy 
Committee and elsewhere. My basic point is that the problem of price and wage 
control is not relieved, but in many respects is aggravated, by the substitution of 
a loose process relying upon the pressure of public opinion for legal sanctions 
with legal safeguards. 

I want to make it perfectly clear that I regard more research and more public 
education on the subject of inflation as vital to enlightened public policy. But 
there is all the difference in the world between this and the mobilization of public 
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opinion by government as a device to bring pressure upon individuals, businesses, 
= labor unions that the Government cannot, will not, or should not impose by 
legal processes. 


TEXTILE WorKERS UNION OF AMERICA, 
New York, N.Y., April 14, 1959. 
Re. H.R. 4870. 
Hovse COMMITTEE ON GOVERN MENT OPERATIONS, 
House Office Building, Washington, D.C. 
(Attention of C. R. Davis, staff director.) 


GENTLEMEN : I appreciate the opportunity to write to your committee on behalf 
of H. R. 4870. The bill snould be endorsed for it opens up the possibilities of 
more careful planning both by Government and private industry, and will tend 
toassure a more stable price level in a growth economy. 


QUALIFICATION OF ECONOMIC LEVELS NECESSARY 


One of the failings in the recent Economic Reports by the President is the omis- 
sion of specific targets for employment, production, and purchasing power. One 
of the necessary guides for the administrators of private and public policy is a 
frank statement of likely developments and future course of action and the deficit 
or surplus they will create in the light of the obligation to maintain maximum 
employment, production, and purchasing power. The current Economic Report 
does not adequately challenge the private economy or the Congress to prescribe 
policies and provide appropriations which will help the country attain this poten- 
tial, or to repress inflationary expansions in specific areas within the economy. 

Our country has long passed the point where we must assume that instability is 
unavoidable and that economic fluctuations must be accepted. We no longer as- 
sume, as did the businessmen and economists of the twenties and earlier years, 
that the cure for excess is to be found in the “natural correctives” within the 
economy. 

We have moved considerably away from this position. Not only have we a 
monetary agency which deliberately adjusts policies to help avoid the extreme 
variations, but we have built-in economic stabilizers which tend to offset the 
deflationary and inflationary trends affecting demand by siphoning off or pouring 
into our economy vital purchasing power. Moreover, we have also developed 
long-term public projects such as housing, hospital construction, roadbuilding, 
seaways and dams, and other understakings—as well as provided incentives and 
grants for research and investments by private industry which are helpful in 
narrowing the amplitudes of economic variations. 

With the development of definitions of the gap of excesses in employment, 
production or purchasing power and their specific location, each particular sec- 
tor of the economy can become more responsible in its action. At the present 
time, no one sector can be publicly charged with any overall obligations, to act 
in the public interest, for it is not defined. 

Deeply rooted in the economic structure is the assumption that each unit 
need only pursue its own best interest without regard to the publie interest. 
The overall good would flow automatically from the interaction of the indivi- 
dual decisions and acts. But we have learned otherwise. We have interceded 
frequently and at various points of our economy to restrict and restrain and 
to impose specific policies and acts. Even if the individual private interest 
was to feel responsible for the public interest and attempt to shape his private 
decisions best to fit the general movement within the economy to assure greatest 
stability and growth, there is no clear point of reference which he can now 
use for his own individual determinations. He does not know just how much 
investment is to be encouraged; how much consumption is considered desirable. 

He does have a clear view of the expenditures on military purposes. But 
what rate of home construction assures the optimum provision of homes without 
straining our resources? What expansion in automobile production is consistent 
with a full economy? What rate of new plant construction is necessary for 
capital goods expansion? What rate of service expenditures is likely to absorb 
the the expanding buying power? What import will the growing population of 
teen-agers in the next decade have for public expenditures? For growth in 


the national product? What rate of expansion in new product development may 
be expected and is necessary? 
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These guide posts can be tentative and qualified as most of the estimates 
must necessarily be. But they will provide useful guides to our investors, to 
our banks, to our local authorities and to the hundreds of thousands of deg. 
sion-makers. A careful projection of probable and desirable levels does not 
spell the end of a free economy. On the contrary, each large business firm jg 
now engaged in making similar estimates without the benefit of the vast store 
of knowledge, breadth of information, and the variety of contacts which are 
possessed by a central economic intelligence agency such as the Council of 
Economic Advisers. 

The quantification of these levels is a commonplace in other free economies 
One need but list Great Britain, France, Holland, and Japan to embrace a list 
of countries which have found such qualifications of inestimable value in the 
maintenance of their stability and growth. Much valuable comparative data has 
already been developed by the Joint Economic Committee to support the con. 
clusion that such clearly developed estimates of probable developments, gaps, 
and surpluses have helped these countries steer their national courses with 
greater assurance and to provide greater internal economic freedom to enter. 
prise. 

One may with considerable assurance declare that the absence of these care. 
fully spelled out targets and estimates of actual trends has tended to simulate the 
excesses in construction and capital expansion and consumer debt, such as we 
experienced during the years 1955-57. The Government applied brakes primarily 
through the monetary policy which proved inadequate and belated. If there had 
been a broader appraisal of the trend carefully spelled out in the Economic Re 
port, more adequate techniques for coping with these inflationary and excessive 
expansionist tendencies may have been invoked. 


MONETARY POLICY 


It is desirable that the President’s Economic Report be as explicit respecting 
monetary and credit policies as it undertakes to be concerning other phases of the 
economy. 

PUBLIC REVIEW OF PRICES 


In my presentation before the Joint Economic Committee in December, I en- 
dorsed wholeheartedly the proposal that there should be a public review of cor- 
porate price, production and other policies and the performance of the large 
corporations in the oligopolistic industries. The principal justification for this 
proposal is that the goods produced by these manufacturing industries, which 
include the metal, chemical, rubber, and associated industries, enter into the 
price structure of practically every other article of domestic life. Price increases 
in these areas provide a pattern for other lesser industries in which there isa 
similar inclination toward price rigidity. Finally, restraints in price policy in 
these industries will exercise a comparable influence on derivative prices such as 
wages. 

The surveys made by various analysts during the last year have reemphasized 
again and again the fact that the large oligopolistic industries are quite inde 
pendent in their price policies. Whether it be because of an unliquidated margin 
of price inflation or simply because of the monopolistic position which they hold 
in an era when entry into their industries is limited and where our entire tech- 
nology is still dependent upon them, substitute materials and products are slow 
in coming and foreign competition is not strong enough to exercise much re 
straint, the key companies in these industries have been raising prices quite inde 
pendently of the level of effective demand or the proportion of capacity being 
utilized. 

The contrast between the aluminum and steel industries is indicative of the 
freedom which exists in these industries’ price-setting policies. The latter raised 
prices irrespective of the level of demand. The last price increase in the sun- 
mer of 1958 occurred at a time when the industry was operating close to 50 per- 
cent of capacity. These experiences confirmed dramatically that the break-even 
points for some of the larger companies, including the United States Steel Corp. 
were well below 40 percent of capacity. Even though the companies were making 
profits at these low levels of operation, they increased prices. 

Now that these same companies are operating at well above 90 percent of 
capacity and are enjoying unprecedentedly high profits, they have not reduced 
their prices. They continue quite blithely to gather in their profits without 
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making any gesture to the public toward sharing these extraordinary returns. 
Instead they hide behind a public appeal to the union to forego wage increases 
and waive negotiated benefits. Mere was a chance for the steel industry to 
make a gesture of cooperation in line with its own plea for continued prosperity 
and stable prices, but it makes no reference to the possibilities of sharing in its 
huge take through price reductions. 

The aluminum industry has followed the same price policy except that it was 
forced into a price reduction in the summer of 1958 through pressure from 
Russian sales in the British market. Aluminum, Ltd. had to reduce its prices 
and the American companies followed suit. As soon as these latter companies 
pecame convinced that this sale was singular and not to be followed by a con- 
tinuing supply of Russian aluminum, they hiked the prices again. They gener- 
ously guaranteed prices until July 1 because they have followed the practice of 
keeping in step with the steel industry and hiding behind wage increases for 
its price policy. 

There has been abundant evidence supplied by the Senate Committee on Anti- 
trust and Monopoly of the practices in the steel and automobile industries. 
Price increases invariably exceed the cost of the wage increases made in any 
one year. Moreover, the companies make no effort to reduce their profit margins 
when volume rises. Since the end of the war there has been a continuing decline 
in the break-even points in the large oligopolistic industries. It reflects the 
broadening profit margins which these companies enjoy. 

Specific studies of prices and unit labor costs in these industries highlight the 
same trends. In the durable goods manufacturing industries, wholesale prices 
increased from 1947, to 1957 by 53 percent, whereas unit labor costs actually 
rose by only 15 percent. In the more competitive nondurable goods industries, 
wholesale prices have risen by 10 percent whereas unit labor costs rose by 12 
percent in the same period. 

Excessive prices have caused an excessive diversion of income to these com- 
panies. This higher income has not only served to tax the American public 
unduly but has had many other uneconomic consequences. First it has inspired 
appropriate demands on the part of the workers in the particular industries. 
Workers formulated their requests in the light of the profit record of the 
individual industry in which they work as well as their sense of their own 
needs. In industries where profits are unduly high, as is the case of the oligop- 
olistic industries, the workers and their unions feel that they are deserving of 
a share of these profits. The industry should be required to distribute their 
gains both because the workers have contributed to the industry’s operations 
and because the wider distribution of these gains in part helps to stabilize the 
economy by assuring more general allocation of these benefits. 

The wage proposals in these large industries are basically derived from the 
level of profits which prevail in them. Should the industry follow a more 
modest price policy, it is quite apparent that the unions in these industries would 
immediately pare their expectations and demands accordingly. 

It is imperative that the interrelationships of prices, profits, wages, and the 
public interest be clearly understood. The price policies pursued by oligopolistic 
industries create an inordinate level of profits at current operating rates, which 
in turn induces demands for higher wages. The high current operating levels 
should have inspired price reductions to the levels obtaining prior to the last 
price increase. Then the public needs would have been satisfied; the national 
economy would be more adequately stabilized ; and the unions and workers would 
have perforce formulated their wage demands in the light of this new set of con- 
ditions. It would be unrealistic to expect them at present to forego their de 
mands for wage increases. If the public will not intervene and force a price 
reduction upon the industry prior to the present negotiations, it is quite apparent 
that the union’s alternative is to seek to enjoin any price increase after the la- 
bor agreement has been reached for the current labor negotiations are premised 
on the level of current profits and not on any higher subsequent price level. 

We endorse the proposal for a review of current steel prices even before the 
impending wage negotiations, but as a last resort it should be made before any 
new price increase is applied. 

We believe also that a review of current prices would be most timely for it 
would indicate an extraordinarily high margin of profits. Moreover, any cor- 
rection of this excessive profit margin would in itself induce more realistic wage 
hegotiations and eliminate the need for any review of the wage package which 
the parties may themselves agree on. 
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These proposals reflect the ordinary course of events in the competitive in. 
dustries where the seller is unable to foist a price increase upon the market at 
will. Therefore, he follows the market rather than sets the price. Obviously 
the wage negotiations are conducted in the light of these events. In some areas 
in fact the competitive pressures are so severe that wages have been kept unduly 
low and laws have to be invoked to assure a decent minimum wage. But the 
fundamental fact is that in these industries, the wage demands and settlements 
are conditioned by the impersonal forces of the market. 

If we are to encourage a condition of responsible price setting, it is necessary 
immediately to review the prices in the oligopolistic industries. Certainly eon. 
panies which seek to get a 20-percent return before taxes at an 80-percent leye| 
of operations and also to invoke systems of accelerated depreciation and repricing 
of assets in terms of current price levels are setting excessively high prices. They 
should be deflated in order that a more reasonable price structure might preyai), 

Not only does the current price levels in the oligopolistic industries tend to 
inspire high wage demands, but they stimulate excessive expansion of capita) 
goods industries which propel us into recurrent periods of depression and slow 
our ultimate rate of growth. The high profits enjoyed by these oligopolistic 
companies provide them with huge funds to finance their own expansion. _Insteag 
of having to resort to the public markets for new capital, they are able to 
finance their growth through their own surpluses. They can keep on expand. 
ing irrespective of the money rate since they do not have to borrow. Whereas 
the small businessman with limited resources is affected by the bank interest 
rates, the large oligopolist can proceed quite independently. The result jg 
that he expands under competitive pressures of other companies in the industry 
and tends to overbuild. This was the course in the automobile and other cop. 
sumer goods industries from 1954 to 1957. They made a demand on ste} 
production which necessarily taxed the industry’s resources and enabled it to 
hike prices and make extortionist demands. When this spree in expansion 

vas completed the Nation found that its productive capacity had run away be 
yond our current level of buying power and consequently cutbacks in production 
followed and ushered in our present recession. 

Excessive profits therefore tend to spur a spree in capital expansion and 
accentuate the business cycle. Of course consumer credit was also overexpanded 
since a feeling of endless prosperity permeated the country. 

We urge therefore that governmental machinery be developed which would 
immediately review the price levels in all major oligopolistic industries. The 
steel industry should be given the No. 1 priority position because of its impor 
tance and because of the impending negotiations. The review should inquire 
into the price-setting policies, the operational level of break-even points in the 
individual firms, the trend of such break-even points since the end of the war, 
and make a public finding of the break-even point on which the industry might 
well set its prices. In no case should it be below 60 percent of capacity. 

The agency making this investigation should urge appropriate price reductions 
to conform to these price criteria. Following publication of the findings, the 
authority should proceed to make comparable investigations in other key indus 
tries. Following the conclusion of the current steel negotiations, any further 
increases in prices desired by the industry should also be reviewed by this same 
agency. 

The group making these studies should be given the appropriate subpena 
power which would enable it to get the facts necessary for reaching its findings 
in the public interest. 

In this country which has established a large industrial machine, substan- 
tially controlled by huge corporations with powers to set price, production, and 
financial policies quite freely within a broad area of discretion and where 
these policies and practices substantially affect the economy of this Nation, it 
is vital that there should be recurrent reviews of their policies and _ practices 
by a public agency which will evaluate them in terms of the public interest 
as defined in the Employment Act of 1946. 

Sincerely 
Sotomon BARKIN, 
Director of Research, Textile Workers Union of America. 


Chairman Dawson. The subcommittee will go into executive se 
sion. The hearings are closed. 

(Whereupon, at 1:10 p.m., the subcommittee proceeded into exect- 
tive session. ) 
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Reports OF FEDERAL AGENCIES AND COMMITTEES 


CONGRESS OF THE UNITED STATES, 
JOINT EcONOMIC COMMITTEE, 
March 20, 1959. 
Hon. Witi1aM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


Dear Mr. CHAIRMAN: This is in response to your letter of February 11, trans- 
mitting copies of H.R. 17, H.R. 1225, H.R. 2561, H.R. 2772, and H.R. 3317; and 
that of February 26, transmitting a copy of H.R. 4870, which supersedes H.R. 
9561. Each of these bills proposes to amend the Employment Act of 1946 so as 
to incorporate reasonable price stability as an explicit policy objective of the 
act. H.R. 4870 would also make other substantive amendments. 

Such proposals to amend the Employment Act to make price stability as ex- 
plicit goal of Federal economic policy quite properly reflect concern with the 
problems of avoiding or containing inflationary pressures. There is no dis- 
agreement on the proposition that achieving the Employment Act’s objectives 
as now set forth requires full consideration in all Federal policies of their 
probable impact on the price level, or that achieving and maintaining reasonable 
stability in the price level is necessarily a major determinant of these policies. 
During my 10 years on the committee, moreover, there has never been, so far 
as lam aware, any substantial question on this score. In view of this unanimity, 
amending the Employment Act appears to be wholly unnecessary. Under the 
circumstances, moreover, such an amendment might well be construed as an 
admission that prior to its enactment, price-level stabilization had not in fact 
been an objective of national economic policies, and might be interpreted as down- 
grading the objectives of maximum employment and maximum production. 

My own judgment concerning these bills reflects the fact that the original 
substantive language of the Employment Act has stood the test of time since its 
enactment 13 years ago. This strongly suggests that it should be amended only 
for clear and compelling reasons, and these I believe are lacking at the present 
time. In expressing the view that it would be undesirable to amend the Employ- 
ment Act, Iam aware that I cannot speak for the other members of the commit- 
tee, two of whom have introduced bills on the subject. Moreover, as chairman, 
I prefer not to take a final position with respect to the proposed amendments 
until the committee’s projected study of “problems of providing maximum em- 
ployment and an adequate rate of economic growth, as well as maintaining price 
stability and preventing inflation” has been completed. Such withholding of 
judgment pending the results of the new study is particularly appropriate, I 
believe, in the case of H.R. 4870. This bill includes additional amendments 
to the Employment Act; one would stress the President’s responsibility with 
respect to monetary and credit policy and another would confer additional func- 
tions on the Council of Economic Advisers. These proposals require examina- 
tion in light of the fuller information this committee expects to receive in the 
course of the projected study before I would be prepared to take a definitive 
position concerning them. 

This study will be a searching one and it may reveal just such clear and com- 
pelling reasons as I have suggested would make amendment of the act appro- 
priate. Uder terms of S. Con. Res. 13 the Joint Economic Committee’s final 
report on the findings and recommendations resulting from the study will be 
made not later than January 31, 1960. Meantime, I trust your committee will 
find it appropriate to withhold any recommendation concerning these bills. 

Faithfully yours, 
PAUL H. Dovatas, Chairman. 
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THE CHAIRMAN OF THE 
COUNCIL OF ECONOMIC ADVISERs, 
Washington, February 8, 1959 
Hon. WILLIAM L. DAwson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 

Deak Mr. Dawson: This letter, in triplicate, replies to your requests of Janp. 
ary 20 for comments on H.R. 17 and 1225, which propose amendments of the 
Smployment Act of 1946. 

The language that we prefer for accomplishing this purpose is indicated jy 
the enclosure, which was sent by the Budget Bureau’s Assistant Director for 
Legislative Reference to the chairman of the Senate Committee on Banking and 
Currency on January 23 in reply to a request for comment on S. 64. 

Respectfully, 
RAYMOND J’. SAULNIER, 


A BILL To amend the Employment Act of 1946 to make the maintenance of a reas 


3 . ona 
stable price level an explicit aim of Federal economic policy bly 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) Section 2 of the Employment Act of 
1946 is amended by deleting the final nine words and inserting in lieu thereof 
the following: “to promote maximum employment, production, and purchasing 
power, and to maintain a reasonably stable price level.” 

(b) Section 3(a) of such Act is amended by striking out “and (4)” and insert. 
ing in lieu thereof the following: “(4) current and foreseeable trends in price 
levels prevailing in the economy and the steps, if any, which have been taken to 
maintain a reasonably stable level of prices; and (5)”’. 

(c) Section 4(a) of such Act is amended by deleting the final seven words 
of the second sentence and inserting in lieu thereof the following: “purchasing 
power, and to maintain a reasonably stable level of prices under free competi- 
tive enterprise.” 

(d) Section 4(¢c) (4) of such Act is amended by striking out “and purchasing 
power ;” and inserting in lieu thereof the following: “purchasing power, and a 
reasonably stable price level ;” 


9 *4 





THE CHAIRMAN OF THE 
CoUNCIL OF ECONOMIC ADVISERS, 
Washington, March 13, 1959. 
Hon. WILLIAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives, 
Washington, D.C. 

DEAR Mr. CHAIRMAN: This is in reply to your recent request for the comments 
of the Council of Economic Advisers on H.R. 4870, a bill to amend the Employ- 
ment Act of 1946 to provide for more effective administration, and to bring to 
bear an informed public opinion upon price and wage increases which threaten 
economic stability. The Council’s comments on the proposed legislation are 
set forth below. 

First, H.R. 4870 would add a new section (sec. 6) to the Employment Act 
calling upon the President to “give due effect” to various provisions of the pres- 
ent Employment Act. AS we read this portion of the proposed legislation, it 
implies that the President has not already been giving due effect to the Employ- 
ment Act. Such an implication, we believe, gives an entirely incorrect impres 
sion of the manner in which the act has been administered. We believe that 
the President has followed the mandate of the Employment Act quite exactly 
and has adhered to its requirements in every particular; and I can assure you 
that we have attempted earnestly and conscientiously to do so. We see, ac 
cordingly. no need for new provisions of the sort contemplated by H.R. 4870. 

Second, the Council rejects the implication of H.R. 4870 that the Employment 
Act now requires the President to state in quantitative terms the levels of em- 
ployment, production, and purchasing power which he deems necessary to fulfill 
the mandate of the act. Such a requirement is not present in the act and we 
would object to its inclusion as contemplated by H.R. 4870. The Council con- 
siders it unnecessary, impractical, and inadvisable to quantify the concepts 
of “maximum” employment, production and purchasing power as would be re 
quired by H.R. 4870. Current trends are described quantitatively in the Beo- 
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nomic Reports in statistics, charts, and text; foreseeable trends, on the other 
hand, are discussed in general terms and we believe this is the only suitable 
way to discuss them in such reports. Any projection of trends couched in 
numerical terms would be pseudo-quantitative at best and would serve merely 
to mislead and confuse the public. Even professional opinion regarding the 
levels of production, employment, and purchasing power that are achievable in 
any short period is bound to be divided. Numerical projections of such variables, 
which at best must be conditional statements, would be widely misinterpreted 
as unequivocal and unqualified predictions. As such, they would render need- 
Jessly difficult the constructive implementation of the act. 

In this connection, your attention is invited toa statement made by the present 
chairman of the Council on July 14, 1958 (Hearings before the Committee on 
Banking and Currency of the U.S. Senate on 8. Res. 321, pp. 11-16 especially), 
on the difficulties of making definitive quantitative economic forecasts, and to 
an earlier statement on the same general subject by Dr. Arthur F, Burns, former 
chairman of the Council of Economic Advisers (hearings on the January 1955 
Economic Report of the President, pp. 44-45). 

Third, we are troubled by the reference in the proposed new section 6(d) 
to “monetary and credit policies” and the requirement that the President report 
publicly on any disagreement between his own program and recommendations 
and the views of any Federal agency directly responsible for the execution of 
“monetary and credit policies.” In the first place, this language is ambiguous. 
It might be construed as referring only to the Federal Reserve System; on the 
other hand, it might be construed as encompassing all Fede ral departments and 
agencies having responsibility for a credit program, of which there are a great 
many. In the second place, this provision of H.R. 4870 must be judged un- 
necessary insofar as it calls upon the President to include a discussion of 
monetary and credit programs and policies in the Economic Report. There is 
nothing in the Employment Act as it stands that precludes such discussion, 
which, indeed, has been included in the Economic Reports. In the third place, 
we believe it would be unwise to require the President to report publicly on 
disagreements between his program and recommendations and the views of 
Federal agencies on these matters. Insofar as this requirement would be 
applied to agencies directly responsible to the President, a public discussion of 
differences of viewpoint existing within the executive branch would be of little 
constructive value to the Nation and might even be harmful. And insofar 
as the requirement would apply to matters for which the Federal Reserve 
System has responsibility, it would impair the congressionally established inde- 
pendence of the Federal Reserve System, a result which we believe would be an 
obstacle to the most effective administration of national economic policy. In 
our judgment, entirely adequate means are already available and are in use 
for minimizing the contingency of significant disagreement between officials 
of the Federal Reserve System and other officers of the executive branch. As 
the 1959 Economic Report states (p. 52), frequent meetings of these officials 
are held, and these meetings “have proved useful and will be continued.” Regu- 
lar meetings of the Council’s Advisory Board on Economie Growth and Stability 
are another means by which effective coordination of monetary and credit policy 
with other economic policies of the Federal Government is shaped. In other 
words, we believe that the problem to which the proposed new section 6(d) of 
the Employment Act is addressed has been adequately met by existing arrange- 
ments and that these are more effective than the procedures contemplated by the 
proposed legislation are likely to be. 

Fourth, and finally, the propision of H.R. 4870 for public hearings on the 
wage and price policies of individual companies would completely alter the 
character of the Council of Economie Advisers, converting it from a presidential 
advisory body into a larger commission of inquiry with extensive and complex 
investigative responsibilities. In our judgment, this alteration of function would 
be a mistake and would seriously hamper the Council’s eapacity to fulfill its 
obligations under the Employment Act. 

For the above reasons, we would not favor legislation of the type proposed by 
H.R. 4870. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
RAYMOND J. SAULNIER. 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D.C., February 5, 1959, 
Hon. WILLIAM L. DAWSON, 
Chairman, Committee on Government Operations, House of Representatives 
Washington, D.C. , 


My Dear Mr. CHAIRMAN: This will acknowledge your letters of January 2 
and 28, 1959, requesting the views of this office concerning H.R. 17 and H.R, 2779 
respectively, bills to amend the Employment Act of 1946 to make relative stability 
of prices an explicit aim of Federal economic policy, and your letter of January 
20, 1959, requesting the views of this office concerning H.R. 1225, a bill to amenq 
the Employment Act of 1946 so as to include stable prices as a specific objective 
of national policy, and for other purposes. 

The Bureau of the Budget favors the purpose of H.R. 17, H.R. 1225, ang 
H.R. 2772. However, the Chairman of the Council of Economic Advisers hag 
recommended a number of technical changes which are incorporated in the 
attached draft bili. Enactment of this bill would be in accord with the program 
of the President. 

Sincerely yours, 
PHILLIP S. HucHeEs, 
Assistant Director for Legislative Reference. 


A BILL To amend the Employment Act of 1946 to make the maintenance of a reagon 


abl 
stable price level an explicit aim of Federal economic policy ’ 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) Section 2 of the Employment Aet 
of 1946 is amended by deleting the final nine words and inserting in lieu thereof 
the following: “to promote maximum employment, production, and purchasing 
power, and to maintain a reasonably stable price level.” 

(b) Section 3(a) of such Act is amended by striking out “and (4)” and insert- 
ing in lieu thereof the folowing: “(4) current and foreseeable trends in price 
levels prevailing in the economy and the steps, if any, which have been taken to 
maintain a reasonably stable level of prices; and (5)”’. 

(ec) Section 4(a) of such Act is amended by deleting the final seven words of 
the second sentence and inserting in lieu thereof the following: “purchasing 
power, and to maintain a reasonably stable level of prices under free competitive 
enterprise.” 

(d) Section 4(c) (4) of such Act is amended by striking out ‘“‘and purchasing 
power ;” and inserting in lieu thereof the following: “Purchasing power, and a 
reasonably stable price level ;”. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
3UREAU OF THE BUDGET, 
Washington, D.C., March 23, 1959. 
Hon. WILLIAM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, 
Washington, D.C. 


My Dear Mr. CHAIRMAN: This will acknowledge your letters of February 25 
and 26, 1959, requesting the views of the Bureau of the Budget with respect to 
H.R. 4870, a bill to amend the Employment Act of 1946 to provide for its more 
effective administration, and to bring to bear an informed public opinion upon 
price and wage increases which threaten economic stability. 

The Council of Economic Advisers and the Treasury Department, in their 
reports to your committee, have raised important objections to the legislation. 
The Bureau of the Budget is in general agreement with views of these agencies 
and recommends against enactment. 

Sincerely yours, 
PHILLIP S. HuGHES, 
Assistant Director for Legislative Reference. 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D.C., March 28, 1959. 
Hon. WILLIAM L. DAWSON, r 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


My Dear Mr. Dawson: This is in reply to your letter of March 16, 1959, re- 
questing the views of the Bureau of the Budget on H.R. 5658, a bill, to amend 
the Employment Act of 1946 to make the maintenance of a reasonably stable 
rice level an explicit aim of Federal economic policy. : 

I am authorized to advise you that the enactment of H.R. 5658 would be in 
accord with the program of the President. 

i ours, 
org ata PuHItuir 8. HuGHEs, 
Assistant Director for Legislative Reference. 


BOARD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM, 
Washington, February 25, 1959. 
Hon. Wrii1aM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: This refers to your requests for reports on H.R. 17, 
H.R. 1225, H.R. 2772, H.R. 3317, and H.J. Res. 238, which are proposals to amend 
the Employment Act of 1946 so as to make explicit the importance of a stable 
level of prices. 

While all of these bills are not identical with one another, their objectives are 
the same, and H.R. 17 and H.R. 2772 are identical with the bill, H.R. 13782, 
which was introduced in the 85th Congress and which was the subject of the 
Board’s report to you on December 8, 1958. 

As pointed out in our report to you of December 8, 1958, when I appeared 
before the Committee on Finance of the United States Senate on August 13, 1957, 
I stated in part: 

“If the will is there, and it is demonstrated convincingly to the American 
people, the cost of living can be stabilized, interest rates will relax, and a suf- 
ficient volume of savings will be encouraged to provide for the economic growth 
needed in this generation and the next. 

“This committee and the Congress can contribute greatly to that end by de- 
claring resolutely—so that all the world will know—that stabilization of the 
cost of living is a primary aim of Federal economic policy.” 

The Board’s view continues to be that, while careful consideration should be 
given to the wording of the directive suggested in the statement quoted above, 
the Board would favor an amendment to the law which would make it explicit 
that national economic policy is also concerned with preserving the purchasing 
power of the dollar. 

Sincerely yours, 
Wm. McC, Martin, Jr. 


BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
Washington, April 1, 1959. 
Hon. Witit1AM L. Dawson, 
Chairman, Committee on Government Operations, House of Representatives, 
Washington, D.C. 

Deark Mr. CHAIRMAN: This letter is in response to yours of February 25, 1959, 
in which you ask for comment on H.R. 4870, a bill “to amend the Employment 
Act of 1946 to provide for its more effective administration, and to bring to bear 
an informed public opinion upon price and wage increases which threaten eco- 
nomic stability.” Important sections of the bill are similar to sections in bills 
submitted both in the present and preceding sessions of Congress on which the 
Board has already commented. 

1. The bill makes more explicit as goals of policy than does the Employment 
Act of 1946 (a) the concept of sustained growth; and (b) the concept of reason- 
able price stability. The Board believes that both of these goals are implicit 
in the present act; nevertheless, it may be desirable to include them explicitly. 
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While careful consideration should be given to the wording of the directiye a 
resolute statement by the Congress that stabilization of the price leye] is g 
primary aim of Federal policy would be a significant declaration demonstrating 
to the American people and to the world the conviction that this country hag the 
ability and the determination to stabilize average prices and to preserve the pur- 
chasing power of the dollar. 

Sustained growth is, of course, the primary objective of national economic 
policy. The Board believes that sustained growth cannot be divorced from reg. 
tive price stability and that an economy characterized by the latter offers the 
best environment for encouraging the expansion of saving and investment that 
must underlie economic growth. 

2. The bill requires the President to include in each year’s Economic Report, 
in quantitative terms, maximum levels of employment, production, and purchags. 
ing power and current and foreseeable trends. The present act is somewhat 
ambiguous with respect to quantitative terms. 

The Board does not favor a requirement that foreseeable trends be expressed 
in quantitative terms. While great strides have been made in economie analysis 
in recent years, forecasting continues to be more of an art than a science, 4 
requirement that the Council make official projections in quantitative terms 
appears to us to promise more than can safely be delivered, and if done, might 
well introduce rigidities into economic policymaking and provoke debate about 
matters outside the area of control by Government action. Flexibility is desira- 
bie in adjusting to changing conditions, and views as to the future are almost 
always modified in the course of each congressional session. 

3. H.R. 4870 also makes provision for public hearings, factual summaries of 
these hearings, and advisory statements by the Council, if deemed desirable, 
concerning (1) price increases in industries in which output is concentrated in 
relatively few firms and which appear to threaten economic stability and (2) 
wage increases which are declared by the employer to be a cause of the price 
increases. 

Within its field of responsibility, the Board directs its efforts toward achieving 
relatively stable prices and toward maintaining the purchasing power of the 
dollar and an environment conducive to economic growth with a minimum of 
eyclical instability. It is fully aware both of the great usefulness of ascertaip- 
ing the facts about critical areas of our economy and of the constructive role 
played by public hearings in developing relevant and significant information. 
At the same time, however, the Board has little faith in the workability of any 
approach such as that summarized above which depends essentially on persua- 
sion. Such an approach, it appears to us (a) may bog down in a morass of 
hearings and reports, of claims and counterclaims and (6b) would involve a more 
or less continuous far-ranging and detailed examination—which would require a 
large-scale administrative organization—of price and wage policies in particular 
industries and companies without adequate criteria for evaluating such policies, 
Furthermore, the setting of detailed wage and price criteria would be a drastic 
step for a free enterprise economy to take in peacetime. 

4. The Board is especially concerned with those aspects of H.R. 4870 that 
relate to monetary and credit policies. The proposed bill would require the 
inclusion of monetary and credit policies in (1) the President’s review of the 
economic program and (2) in the program recommended by him for carrying 
out the policies of the Employment Act “to the same extent as all other policies 
affecting employment, production, and purchasing power.” In addition, it is 
provided (3) “that if the Federal agency directly responsible for the execution 
of such monetary and credit policies disagrees with such program and recon- 
mendations, the President shall report such disagreement to the Congress, to 
gether with a statement from the disagreeing agency of its reasons.” In 
essence, the first two of the above provisions were included in H.R. 12785 in the 
85th Congress, and the Board commented extensively on them in a letter to you 
of June 27, 1958. 

The Board believes that a review of monetary and credit developments and 
an appraisal of their contribution to the attainment of the objectives of the 
act is an essential part of the President’s review of general economic develop 
ments. In fact, every economic report submitted to date has included a 
discussion both of past monetary and credit developments and also of the actions 
taken by the monetary authorities. The Board therefore questions the need for 
this change in the law. 
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The Board believes that the second and third of the proposed amendments 
summarized above are undesi rable. Some instruments of national economic 
policy—such as fiscal policy, housing policy, and agricultural policy—by their 
nature can be adapted to changing economic circumstances only slowly. Basic 
decisions, once made, are difficult to change within the course of a given fiscal 
year, or even longer. Monetary and credit policy, in contrast, is the most 
flexible of the instruments of nation economic policy. Most of the Federal 
Reserve operations are essential to meet short-term variations of a regular or 
special nature, and these must be adapted continuously to broader policy con- 
siderations. Monetary policies can and should be adapted quickly to changing 
economic conditions. This flexibility would be greatly hampered if monetary 
policy were to be treated in the same way as other policy areas for which 
longer term planning is essential. ' 

Furthermore, any procedure for advance recommendations on monetary and 
eredit policy, such as proposed in this bill, would run the risk of stimulating 
speculative tendencies in the use of bank credit. It would of necessity reveal 
the Federal Reserve’s own views with respect to prospective monetary policy. 
It would also foster speculative tendencies in the securities markets generally 
and, perhaps, especially in the Government securities market. The danger of 
speculative and destabilizing consequences could be substantial, whether the 
Presidential recommendations were interpreted as inflationary or deflationary 
in their potential effects. In this connection, it should be noted that the Fed- 
eral Reserve Act requires the System to keep the use of bank credit for 
speculation under close and constant surveillance. 

Congress has heretofore entrusted to the Federal Reserve System respon- 
sibility for decisions in the area of monetary and credit policy. A separate 
mandate from the Congress to the Executive, as contained in this bill, to make 
recommendations in this area and to report to the Congress differences between 
him and the Federal Reserve would jeopardize the ability of the System, as an 
agent of Congress, to perform its duties and responsibilities in an independent, 
objective, nonpartisan, and impartial manner. 

There can be no doubt that the Congress at any time can limit or withdraw 
the trusteeship it has granted to the Federal Reserve System to carry out 
constitutional responsibilities of Congress in the field of money and credit. 
However, any action that might reduce the independence of the Federal Reserve 
from the Executive should be considered with great care, especially in the light 
of the experience in other countries which have followed a similar course. 
The Board sincerely believes that the reasoning which led the Congress to 
provide for an independent monetary authority in the original Federal Reserve 
Act is just as relevant and valid today as it was when the act was passed in 
1913. 

At the same time, the Executive is not, and should not be, inhibited in any 
way from commenting upon or criticizing the Board’s monetary and credit 
policies. So far as the Board is aware, there has never been any question as 
to either the authority for, or propriety of, such an expression of views by the 
Hxecutive. 

At the same time the Executive is not, and should not be, inhibited in any 
constant and detailed flow of information with respect to the ever-shifting 
forces that affect the trend and level of output, employment, incomes, credit, 
money, and prices. Decisions are made on the basis of continuous scrutiny 
of the complex of economic forces and with flexible adaptation to changing 
economic circumstances. There is the fullest possible disclosure by the Sys- 
tem of the information on which its decisions are made. As the Board is in 
continuous contact with the Executive offices of the Government, there is ample 
room for exchange of views. Also, it should be noted, members of the Board 
frequently appear before appropriate congressional committees to comment on 
and answer questions regarding Board policy. 

The Board believes that the proposed changes in the Employment Act with 
respect to the formation of monetary and credit policy could only result 
in reducing the effectiveness of such policy as an instrument for furthering the 
objectives of the act. For these reasons, the 
of H.R. 4870. 

Sincerely yours, 


Soard would not favor enactment 


C. CANBY BALDERSTON, 
Vice Chairman. 
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BOARD OF GOVERNORS OF 
THE FEDERAL RESERVE System 
Washington, April 8, 1959 
Hon. WILLIAM L. Dawson, oh 
Chairman, Committee on Government Operations, 
House of Representatives, 
Washington, D.C. 

Deak Mr. CHAIRMAN: Reference is made to your requests for reports 0 
H.R. 5503, H.R. 5552, and H.R. 5658, which are proposals to amend the Em. 
ployment Act of 1946 so as to make explicit the importance of a stable level 
of prices. While not identical, these bills have the same objective; ang HR 
5503 is identical with the bill H.R. 3317, which was discussed in the Board's 
report of February 25, 1959, to you on several bills on the same subject, 

The Board believes that the objective of H.R. 5503, H.R. 5552, and H.R. 5658 
is implicit in the present language of the Employment Act of 1946; neverthe 
less, it may be desirable to include such objective explicitly. 

While careful consideration should be given to the wording of the directiye 
a resolute statement by the Congress that stabilization of the price leve} is a 
primary aim of Federal policy would be a significant declaration demonstrating 
to the American people and to the world the conviction that this country has 
the ability and the determination to stabilize average prices and to preserye 
the purchasing power of the dollar. 

Sincerely yours, 
C. CANBY BALDERSTON, 
Vice Chairman, 


BOARD OF GOVERNORS OF 
THE FEDERAL RESERVE SYSTEM, 
Washington, February 2, 1959, 
Hon. WILLIAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives, 
Washington, D.C. 

My Dear Mr. CHAIRMAN: This refers to your requests for reports on H.R. 17, 
H.R. 1225, H.R. 2772, H.R. 3317, and H.J. Res. 238, which are proposals to 
amend the Employment Act of 1946 so as to make explicit the importance of a 
stable level of prices. 

While all of these bills are not identical with one another, their objectives 
are the same, and H.R. 17 and H.R. 2772 are identical with the bill, H.R. 13782, 
which was introduced in the 85th Congress and which was the subject of the 
Board’s report to you on December 8, 1958. 

As pointed out in our report to you of December 8, 1958, when I appeared 
before the Committee on Finance of the U.S. Senate on August 13, 1957, I stated 
in part: 

“If the will is there, and it is demonstrated convincingly to the American 
people, the cost of living can be stabilized, interest rates will relax, and a 
sufficient volume of savings will be encouraged to provide for the economic 
growth needed in this generation and the next. 

“This committee and the Congress can contribute greatly to that end by de 
claring resolutely—so that all the world will know—that stabilization of the 
cost of living isa primary aim of Federal economic policy.” 

The Board’s view continues to be that, while careful consideration should 
be given to the wording of the directive suggested in the statement quoted 
above, the Board would favor an amendment to the law which would make it 
explicit that national economic policy is also concerned with preserving the 
purchasing power of the dollar. 

Sincerely yours, 
Wm. McC. Martin, Jr. 


ha 
an 
’ 


of 


He 
He 


Fe 
al 
tio 
cre 


fec 
wo 
wil 


to 
lin 
“3 





159, 


‘ts on 
2 Em- 
- level 
| AR. 
oard’s 


. 5658 
erthe 


active, 
l isa 
rating 
ry has 
eserve 


nan, 


1959, 


LR. 17, 
Ssals to 
ce of a 


lectives 
_ 13782, 
of the 


ypeared 
| stated 


nerican 
and 4 
‘onomic 


| by de- 
of the 


should 
quoted 
make it 
‘ing the 


N, Jr. 


AMEND EMPLOYMENT ACT, 1946 209 


U. S. DEPARTMENT OF LABOR, OFFICE OF THE SECRETARY, 
Washington, March 20, 1959. 
The Honorable WILLIAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


Deak CONGRESSMAN Dawson : This is in further response to the request of the 
committee for this Department’s comments on H.R. 17 and H.R. 2772, identical 
pills “to amend the Employment Act of 1946 to make relative stability of prices 
an explicit aim of Federal economic policy. 

The President in his recent Economic Report recommended that the Employ- 
ment Act of 1946 be amended “to make reasonable price stability an explicit 
goal of Federal economic policy coordinate with the goals of maximum produc- 
tion, employment, and purchasing power now specified in that act. The pur- 
jose of these bills is consistent with the recommendation of the President and 
this Department is in complete accord with the basic policy expressed in them. 

However, the specific language proposed in H.R. 17 and H.R, 2772 may lead 
to confusion in certain respects. The bills should make clear that the objective 
of price stability is to be coordinate with, and not superior to, the objectives now 
inthe act. The language proposed by these bills as an addition to section 2 of the 
act could be construed to create a preference for a stable level of prices over 
other requirements of the act. 

Further, the term “inflationary and deflationary pressures” does not appear to 
be advisable to the act. The term is difficult to define and involves fiscal policy, 
monetary policy, and many other acts of Government. We believe the draft 
language prepared by the Chairman of the Council of Economic Advisers, which 
has been submitted to the committee, would meet the need to which H.R. 17 
and H.R. 2772 are addressed and we recommend its adoption. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
JAMES T. O'CONNELL, Under Secretary of Labor. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D.C., March 5, 1959. 
Hon. WILLIAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives. 


DeaR Mr. CHAIRMAN: Your letter dated February 25, 1959, acknowledged 
February 26, requested our comments on H.R. 4870, 86th Congress, “A bill to 
amend the Employment Act of 1946 to provide for its more effective administra- 
tion, and to bring to bear an informed public opinion upon price and wage in- 
creases which threaten economic stability.” 

We have no information which would be of assistance in evaluating the ef- 
fectiveness of the requirements set out in H.R. 4870, and since its provisions 
would not directly affect the functions of this office we make no recommendation 
with respect to enactment of the bill. 

It is believed, however, that the U.S. Code references in the bill should be 
amended in line 3, page 2, to read “15 U.S.C. 1021-1024,” and in line 23, page 2, 
to read “15 U.S.C. 1023.” Additionally, the section reference “3(a)(3)” in 
line 12, page 2, should be amended to read “4(c) (3),” and the section reference 
“3(a) (4)” in line 18, page 2, should read “4(c) (4).” 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 





